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The Japanese Peace Treaty 


Donavp R. Tarr 
Professor of Sociology, University of Illinois 


“ACE TREATIES seem often to have ex- 
fgerated importance in the minds of 
e general public. School children are 
quired to memorize treaty dates as 
ose of events which have kept the 
orld in order until some Hitler or 
ojo decided to make another war. 
iplomats who have negotiated a par- 
cular peace treaty understandably ad- 
ire their handiwork. They too may 
ink of it as a substantial landmark in 
orld history determining its future 
uurse. Yet if such diplomats are also 
udents of that history, their enthusi- 
m may well be tempered as they view 
ie sad fate of previous treaties. Like 
ie wrecks of motor cars along our 
ghways, they have been pushed out 
their intended course through col- 
ion with some force more power- 
1 than the drivers of autos or the 
akers of treaties. At any rate, after a 
eat war the victors usually optimisti- 
Ily assume that the peace treaty 
hich followed it will be permanent. 
et the vanquished may already be 
anning its abrogation. A German 
hool text used after World War I ad- 
onished its young readers: “Children, 
is treaty must not be permanent.” 

To some political scientists peace 
saties are important as the substitu- 
m of agreement for force in inter- 
tional relations. This school of 
litical scientists has faith that such 
bstitution is possible, especially if 
pported by a strong United Nations. 
1ey tend to give minimum attention 
underlying forces which could make 
ch an agreement “a scrap of paper.” 


Other political scientists, claiming to 
be more realistic, view treaties of peace 
for what at the moment they are: the 
expression of the will of the currently 
dominant aggregation of power in the 
relations of states. ‘This last view is in- 
deed correct at the moment a peace 
treaty is signed. Yet it is in fact un- 
realistic, in so far as it disregards 
changes in deeper economic and social 
conditions which may alter the balance 
or preponderance of power. The gen- 
eral public, the international lawyers, 
and the first-mentioned school of politi- 
cal scientists hold peace treaties to be 
morally binding, independently of con- 
which may put 
strains upon them. Germany, they con- 
tended in the 1920's, “ought” to pay an 
unpayable reparations bill because she 
had pledged herself to do so. 

It will be the assumption of this 
article that peace treaties must be 


ditions tremendous 


viewed, not in terms of what ought to 
happen, but in terms of what seems 
likely to happen. It will be the thesis of 
this short discussion that the probable 
life span of a treaty of peace depends 
upon a vast complex of social relations, 
internal and external, which make up 
what we call the international conflict 
and cooperation processes. Peace trea- 
ties are apt to be enduring if consistent 
with changes in those processes. In 
themselves, however, peace treaties are 
relatively unimportant points of de- 
cision in man’s efforts to control those 
processes. The treaty of peace with 
Japan is seen to be immediately effec- 
tive because it aligns Japan with that 


legal 
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one of the two great aggregations of 
which is at the moment the 
stronger. Indeed, Japan had little 
choice because the American bloc of 


powcr 


nations was the only one immediately 
available to her at the date of the 
treaty. It may be that from the longer- 
time point of view the permanence of 
the treaty may be less assured. Its life 
span will depend upon the outcome of 
the conflict of ideologies and political 
and economic interests which is the 
essence of the Soviet-American cold 
or near-hot war. That outcome, in 
turn, may depend immediately upon 
the relative control of atomic or other 
destructive power by the two contend- 
ing power systems. ‘The ultimate out- 
come in Asia, however, will not hinge 
upon the control of such power, nor 
upon the relative merits of communism 
and “free enterprise,’ important as 
that question is. Rather, it will depend 
upon the effect upon that issue of the 
ponderous awakening of the underdogs 
of mighty Asia. 

Treaties of peace are also often read 
as though their keeping or breaking 
were wholly within the control of the 
defeated state which signed them. The 
keeping of the peace, like the initiating 
of the war, is erroneously viewed as a 
unilateral act. It is further popularly 
assumed that such treaties represent 
the sincere, voluntary, and considered 
promises, or even desires, of the people 
of former enemy states. These promises 
are deemed sacred. Unless altered by 
mutual agreement they “ought” to be 
kept. But often they are not kept. This 
fact suggests consideration of certain 
conditions determining the permanence 
of peace treaties. 


Conditions Determining the Life Spa 
of Peace Treaties 


As has been suggested, treaties « 
peace have often proved fragile. The 
remain in force only so long as the cor 
ditions which created them remai 
constant. They usually express not tk 
sincere promises of the defeated, bi 
the desires of the victors imposed upo 
the vanquished. Victors moralisticall 
assume that only “evil-minded,”’ “as 
gressive” statesmen will fail to live u 
to treaty provisions. But at least thre 
characteristics always militate again: 
the acceptance of peace treaties b 
the defeated as moral obligations 
(1) They are always in some degre 
associated with the sting of defeat. Th 
treaty of peace with Japan perhaj 
involves less bitterness for the los= 
than usual, first because considerab! 
time has elapsed since the war, and ais 
because of the partially favorable e 
fects of the Occupation experienc 
upon attitudes toward the conqueror 
(2) The fact that victory in war 
achieved by force is not conducive t 
the acceptance of peace treaties by tk 
defeated as moral obligations. The ver 
people who have asserted that migl 
cannot make right have used force 1 
prove their contention and to demor 
strate the superiority of their valu 
systems. (3) Treaties of peace are tr: 
ditionally suspect within the defeate 
in-group, because they express mor 
values imposed by an out-group. T 
say this is not to imply that mor 
values are without force in intern: 
tional relations —far from it. It 
rather to recognize the conditions witl 
out which such moral values fail - 
function as forces among the defeate 
That condition is that the values mu 
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ye accepted by the defeated in-group 
ecause traditional, and/or that new 
values have come to be accepted be- 
‘ause they determine its status in a 
arger community of nations into which 
t has been incorporated —such as 
he United Nations. The Occupation 
SCAP) tried to sell democratic and 
yacific values to the Japanese people. 
[he peace treaty in some slight degree 
vas designed to strengthen these values. 
[The Charter of the UN emphasizes 
ome of them. Japan is pledged by the 
reaty to continue along the road to 
lemocracy. Yet American leaders are 
oday less concerned with this effort to 
five Japan new values than with the 
ittempt to build her into a support 
or a great fighting machine directed 
wainst Soviet Russia. The peace treaty 
lelps to make this second achievement 
yossible. This indeed is its major aim. 
apan may arm again. Presumably 
apan must arm again if she is to se- 
ure American aid indispensable to her 
ecurity. But these two treaty aims — 
lemocratization and pacification, and 
ailitarization — are not entirely con- 
istent, to say the least. This view will 
e challenged, because the military 
ffort is sincerely intended as a defense 
or democracy and in the interest of 
eace. Further, it may properly be 
rged that American interest in the 
emocratization of Japan continues. 
oth contentions may be granted with- 
ut denying the inherent inconsistency 
f the two efforts—an inconsistency 
yhich indeed appears in many nations 
yday, including the United States her- 
If. The point emphasized here, how- 
ver, is that the fate of the treaty 
epends not so much on the moral 
itegrity of the Japanese as upon 


deeper forces, to be mentioned later, 
which may support or weaken that 
integrity, and tend to strengthen or 
break the treaty. Some of these forces 
are economic. 

The first condition determining the 
permanence of a treaty of peace would 
seem, then, to be that the above-men- 
tioned difficulties be overcome. Japan 
accepted the treaty of peace immedi- 
ately because the world power system 
as it impinged upon her compelled 
acceptance. Japan also signed immedi- 
ately because the treaty is a source of 
security in a very dangerous world, 
where she cannot rely upon her own 
strength. But the ultimate life span of 
the treaty will depend upon more basic 
influences governing the internal and 
external relations of Japan. (1) If the 
Occupation experience has provided a 
foundation for cooperation with the 
West, the treaty will tend to hold. 
(2) If the treaty and what goes with 
it meet the basic needs of Japan, some 
of which help to explain Pearl Harbor, 
the treaty will tend to be lasting. (3) If 
the treaty reinforces democracy in 
Japan, if that democracy is as the 
United States contends inherently sat- 
isfying and pacific, and if it is accepted 
voluntarily by Japan and so prevents 
further “‘aggression”’ on her part, the 


* We put the word “aggression” in quotes 
advisedly. Its realistic definition is difficult 
and controversial. That Japanese forces took 
the initiative at Pearl Harbor seems beyond 
dispute. Yet when one considers Japanesc- 
American conflict relations as a continuing 
multilateral process, it is equally clear that 
the war did not begin at Pearl Harbor nor 
with Japanese initiative in Manchuria or 
other parts of China. Similar questions arise 
in Korea. The word “aggression” will how- 
ever be used without quotes throughout the 
rest of this article. The reader may insert 
them mentally or not, as he sees fit. 


treaty should tend to be effective. 
(4) If the treaty successfully aligns 
Japan with the states arrayed against 
Soviet Russia, and if the West succeeds 
in deterring Soviet aggression and 
winning the cold or hot wars with 
Russia, the treaty will tend to remain. 
(5) Far more basic, if the military 
victory of the West over Communism 
is consistent with forces operating — 
especially in Asia— which are deeper 
even than the conflict of economic sys- 
tems, the peace treaty will tend to have 
a long life. 

These five considerations will come 
under all-too-brief and dogmatic dis- 
cussion in this article. Tentative con- 
clusions on these five points may be 
stated: (1) The Occupation experience 
created mixed and varying, but on the 
whole favorable, attitudes toward 
America on the part of the Japanese 
people. (2) In spite of certain benefits 
to Japan the treaty does little to meet 
her basic needs. (3) Partly because of 
failure to solve these problems of need, 
and partly because the treaty tends to 
reinforce reaction rather than liberal- 
ism in Japan, it may not be effective 
in turning Japan away from aggression 
in the future. However, aggression 
seems to depend upon circumstances 
far more basic than any peace treaty. 
(4) The immediate effect of the 
treaty 1s to align Japan with the United 
States in the struggle against Soviet 
Russia, but the long-time consequences 
depend upon conditions independent 
of, or possibly in conflict with, treaty 
provisions. (5) The treaty will not last, 
and the struggle between the Soviets 
and the West will not be decisive, un- 
less one (or both) of the two great 
aggregations of military power is some- 
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how able to solve the basic proble 
of the East. Some of these proble 
are created by the potentially sti 
greater force generated by the rise ¢ 
the masses of Asia. These questions ar 
highly controversial. If our tentati 
answers to them are sound, they co 
stitute further ground for doubting th 
great importance of the peace trea 
with Japan. We are discussing th 
treaty. But it will prove impossible t 
separate its fate and influence fro 
that of other treaties, policies, and co 
ditions of which it is part and product 
For example, it is not the peace treat 
which explicitly requires Japan to re 
arm and to permit American troops té 
be quartered in Japan, but the peace: 
treaty makes that step possible. 

One consideration related to ou! 
fifth tentative conclusion is so ia 
portant that it may be mentioned here 
and perhaps repeated at the end o 
our discussion. The treaty of peace with 
Japan, together with other treaties anc 
plans, in effect incorporates her inte 
what is predominantly an Atlantic 
rather than a Pacific power system 
This is in spite of the importance o 
Australia, New Zealand, the Philip 
pines, and other Pacific countries with 
in the same American power system 
Geography, economic and cultural in 
terdependence, and in part history cal 
rather for Japan’s integration first inte 
relations with the great Asiatic powers 
Close to a billion Chinese, semi-Asiati 
Russians, and Indians are at the mo 
ment outside the power system of th 
West — the position of India being stil 
a bit doubtful. Within these vast popu 
lation aggregates are found the grea 
new movements constituting the up 
heaval of mighty Asia in action: th 


se of nationalism, the struggle of the 
weasant for land, the pressure of popu- 
tion, the revolt of Asia against West- 
imperialism — in general, the rise 
the underdogs of the East. 

These forces are part of or related 
other deep forces stirring in the 
est with the dawn of the atomic age. 
ut at the moment Asia is at least more 
amic than tired Europe, and 
verhaps more so than self-satisfied 
“fAmerica. 

Perhaps, then, the most basic ques- 
“fion regarding the significance of the 
“peace treaty for Japan concerns its 
"2ffects upon her role in the East. Shall 
‘¥Japan again regain her industrial lead- 
“fership there? Shall she return to her 
prewar and wartime imperialism there? 
WShall she abandon most of Asia to 
#Communist control and become a sort 
fof island of Occidentalism and “free 
‘enterprise’? Shall she await the pos- 
sible failure and collapse of Com- 
unism, and with America become a 
ileader of a revived social and economic 
i¥system on the American pattern, as by 
fmilitary might or through inherent 
superiority, it ousts Communism and 
dominates the world? Or could she 
conceivably participate in some “third 
iiforce,” hinted at by India? Or finally 
#— fond dream — could Japan support 
jisome compromise and integration of 
Wideologies and systems which a few 
irrepressible idealists still hope might 
bring a more stable world? Is it not in 
‘relationship to these large issues that 
{the peace treaty with Japan takes on 
}significance or insignificance? One 
| thing seems assured. Neither Stalin nor 
| Truman can afford to disregard the 
ultimate convulsions involved in the 
prise of a billion Asiatic underdogs — 
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unless, indeed, civilization and all the 
dogs are soon to be atomized. 


Some Characteristics of the Treaty 
of Peace with Japan 


There is no need to consider all the 
clauses of the peace treaty. Rather, 
attention will be confined to certain 
aspects most significant for discussion 
of the five topics already indicated. As 
related to these topics the treaty itself 
seems more significant for what it does 
not do, than for its actual provisions. 
Some of these omissions concern prob- 
lems, like that of overpopulation, with 
which a peace treaty can hardly be 
directly concerned. One or two omis- 
sions seem favorable to the permanence 
of the treaty. Others might perhaps 
well have been included. 

Peace treaties, as the visible accom- 
plishment of costly, deadly, and hate- 
provoking combat, have not usually 
shown primary concern for the welfare 
of the defeated. It requires rare states- 
manship to see such benefits to the 
former foe as essential to the interests of 
the victors or to world peace. America 
may have such statesmen. But the con- 
structive aspects of the Japanese treaty 
were chiefly possible because America 
needed Japan’s aid in another and 
greater conflict. Though lacking in the 
vindictiveness often evident in treaties 
of peace, the treaty with Japan exacts 
promises from her and, in itself, guar- 
antees her little in return. There are, 
of course, the substantial advantages 
resulting from resumption of friendly 
contractual relations. There are other 
benefits derived from Japan’s contem- 


plated membership in the United 
Nations. 
Through her alliance with the 
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United States, Japan gains powerful 
protection against possible conquest by 
China and Russia. On the other hand, 
Japan loses her very important markets 
in China so long as Communism is in 
control there; and she risks becoming 
the battlefield of World War III. She 
gambles upon the victory of the cause 
of the West. 

The treaty deprives Japan of much 
territory. That territory, however ag- 
gressively acquired, had afforded her 
apparent advantages, in addition to 
prestige as the leading Asiatic power. 
The acquisition of that territory had 
not, indeed, solved Japan’s basic prob- 
lem of overpopulation. By aiding her 
industrialization with its accompanying 
urbanization, however, control of such 
areas as Manchuria may have indirectly 
helped check her high prewar birth- 
rate and suggested the possibility of 
the ultimate solution of that problem. 
Some of that territory, now shorn away, 
had been a source of needed raw ma- 
terials and markets. From the strictly 
economic viewpoint, political control of 
territory has been said not to be essen- 
tial to trade in a peaceful world. Such 
political control is made to appear more 
necessary, however, since modern trade 
has been subjected to tariffs, quotas, 
and barter agreements. Political con- 
trol of trade is vital in time of war or 
threatened war unless synthetic or other 
substitutes make trade less important. 
Thus this loss of territory in itself will 
tend somewhat to aggravate the demo- 
graphic and economic problems of 
Japan. 

Under the terms of the treaty Japan 
is expected to apply for admission to 
the UN and accept the basic principles 
of its charter. She specifically adopts 


the United Nations Declaration o 
Human Rights. As former victims 
the violation of some of the principl 
of that Declaration, as well as violator 
themselves, the Japanese may hav 
mixed emotions regarding this partic 
lar requirement. Japan can certainl 
learn the value of some of the freedony 
from the United States, and has don 
so under the Occupation. Currentl 
however, she can observe restriction 
on free discussion even in America, anc 
under American influence in Japa 
More importantly, Japan has sufferec 
at American hands discrimination of 
the basis of race, for example in th 
Immigration Act of 1924, and wher 
she vainly attempted to have the prin 
ciple of racial equality accepted in t! 
League of Nations. Japan also agrees te 
further “conditions of stability ane 
well-being as defined in Articles 55 anc 
56 of the Charter.” Moreover, she en 
gages to continue steps designed to thai 
end already initiated in Japanese post-} 
surrender legislation which was largely 
dictated by SCAP. 

Japan promises to use “fair prac- 
tices” in her trade policies; to settl 
disputes by peaceful means; and t 
refrain from aiding the enemies of the 
United Nations. Although the Charten 
similarly requires this last promise of: 
all member states, it has special signifi- 
cance since the UN has become a fight- 
ing organization against the wishes of 
Soviet Russia, Communist China, and 
North Korea. 

Japan accepts the moral obligation 
to pay reparations, the amount of 
which, however, is not specified. More- 
over, the treaty specifically states that 
payment of such reparations is not to 
interfere with Japan’s efforts to achieve 


viable economy. Reportedly Japan 
Nas already taken steps to discuss 
parations with other countries, at 
ast as a gesture of goodwill and 
neerity. Yet it may well be doubted 
at any substantial payments will ever 
made. 
The treaty recognizes Japan’s right 
self-defense through her own efforts, 
d through joining with other states 
programs of collective security. The 
“$tates are not specified but their names 
ay easily be imagined. This clause in 
e treaty is either contrary to the re- 
ouncement of use of armed forces, set 
orth in the Japanese constitution, 
hich was dictated by SCAP; or it is 
very liberal interpretation of the 
ronouncement. The treaty also estab- 
‘Hlishes the expectation that Japan will, 
Mthrough agreement with some unnamed 
‘state or states, permit foreign troops to 
@ stationed within her territory. This 
itclause and the separate agreement with 
he United States are of course in form 
oluntary. They are at least verbally 
approved by the Yoshida government. 


inorities in Japan, and actually con- 
stitute real limitations upon her effec- 
tive sovereignty. They also mean con- 
the 
}United States for defense, if no longer 
4for all other forms of assistance pre- 
‘viously offered and often gladly ac- 
itcepted. 
i} The conditions under which Japan 
may trade and fish are left by the 
treaty to future agreements with par- 
‘ticular states. Pending such agreements, 
{Japan agrees to apply the principles 
fof most-favored nation and/or na- 
) tional treatment in her trade relations 
)with other countries. Other states are 
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not similarly bound in their trade rela- 
tions with Japan. Something of this 
sort may, of course, result from indi- 
vidual trade agreements or possibly 
through Japan’s association with inter- 
national organizations promoting that 
policy. Important, if enforceable, is 
the clause by which Japan promises to 
develop her trade on the basis of com- 
mercial principles only. This seems to 
permit her to use to the full her bar- 
gaining advantages. It would not, how- 
ever, permit her to “dump” goods, 
restrict sales for political purposes, or 
use trade restrictions as weapons against 
others. It may be granted that, partly 
under American leadership, the na- 
tions are nominally accepting this prin- 
ciple of nonpolitical use of trade con- 
trols, and that some steps in that 
direction are under way. Nevertheless 
every trading power still utilizes trade 
policies for political ends. The United 
States is currently employing trade re- 
strictions as a weapon in her cold war 
with Czecho-Slovakia, for example. In 
so doing she has met the criticism even 
of some states not behind the Iron 
Curtain. Indeed in the recent past, at 
least, world trade has been so dom- 
inated by political rather than commer- 
cial considerations that some specialists 
contend that one can no longer speak 
of purely economic laws as operative 
in the trade relations of the modern 
world. 

The above are a few of the pro- 
visions of the treaty, stated in non- 
technical terms and hence not with 
explicit exactness. The treaty has been 
called one of remarkable generosity 
toward a former foe. As peace treaties 
go, this characterization is probably 
correct. There are, of course, conditions 
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other than a spirit of generosity which 
favored generally constructive provi- 
sions. Moreover, some of the advan- 
tages which the treaty offers involve 
concomitant risks. For, aside from af- 
fording security against Russia or 
China, the treaty does not meet the 
basic needs of Japan, such as some of 
those discussed later in this article — 
needs some of which help to account 
for her past aggression. 

Perhaps the generosity of the treaty 
appears especially in two of its aspects. 
In order partly to meet the strong 
objections of such states as France and 
the Philippines, the principle of repara- 
tions is recognized, although as indi- 
cated above there is no guarantee that 
substantial payments will be made. This 
is in contrast with the impossible repa- 
rations provisions of the Treaty of Ver- 
sailles. The liberalism of this aspect of 
the Japanese treaty is less evident, how- 
ever, on further consideration. A few 
informed people of the world have 
learned that large reparations cannot 
be collected without serious injury to 
receiving states as well as to the paying 
state. If the economic difficulties cre- 
ated by efforts to transfer reparation 
payments were added to the chaotic 
state of international finance today, the 
confusion would be greatly increased. 

Moreover, in the present instance 
failure to exact reparations seems to 
stem from a desire to make and keep 
Japan industrially strong as part of the 
support for the West’s military prepa- 
rations against Soviet Russia. The Oc- 
cupation experience in Japan had 
shown the necessity for large-scale in- 
dustrial development if Japan were 
barely to feed her people. Much greater 
development is required if she is to 


build herself into a tower of militar 
strength for the use of the West a | 
still keep her people alive and indu 
trially efficient. Still more is needed 
Japan is to hope to emulate the highe 
plane of living of advanced industri: 
states. Nor is such an ambition mere 
a matter of the happiness of the Jape 
nese people. For to protect or gal 
such a higher standard some states hav 
seemed willing to risk the danger ¢ 
war. Jealousy of America’s preponder 
ant wealth today is a disturbing psychaf 
logical force in Western Europe. T 
desire of the semi-industrialized wori 
to match that wealth, and hindrance 
to the satisfaction of that desire, a 
among the sources of internation 
tension. 
Probably more generous than t 
lack of definite reparations require 
ments is the absence of any guilt claus4 
in the treaty. Perhaps no aspect of thy 
Treaty of Versailles served more ti 
embitter the Germans, and to givi 
Hitler popular support, than its guill 
clause. This clause required Germany t | 
accept full unilateral responsibility fo} 
a war which objective historians knew 
to have been the result of multilatera 
problems and tensions. Japan also hae) 
previously been held responsible for 
World War II, and such is the implii 
cation of the one-sidedness of even thii 
generous treaty. Moreover, the treatt 
does require Japan to accept the 
verdicts of the war-criminal trials. Bu 
it is only by implication that Japan 
acknowledges her guilt in the treaty) 
That fact helps save the face of ¢i 
people who are much concerned not te 
lose face. It also makes it more reason) 
able to expect Japan to accept he? 
share of accountability (not to be con) 


sed with the moral concept of re- 
nsibility) for the war disaster. Her 
operation in constructive war-preven- 
“{|fion activities will thus be favored. 


The Occupation and the Treaty 


Japan’s willingness to abide by the 

erms of the treaty will be influenced 
y the reactions in retrospect of her 
ople, dominant groups, and leaders 
to the experience under the Occupa- 
ution. Neither space nor available ma- 
terial permits confident prediction of 
ifsuch future reactions. Studies of more 
dj immediate attitudes toward the SCAP 
wi} program while it was in operation are 
not fully dependable even as of their 
ug date. To say the least, the early occu- 
pation did not appear to the Japanese 
jas burdensome as they had expected. 
# There was gratitude for enough rice to 
keep the people alive when it could 
j}only be obtained from abroad with 
} SCAP’s consent and assistance. There 
a) Was much sincere admiration of Gen- 
af eral MacArthur, and there was accept- 
ance of many SCAP policies. There 
i) was and is perhaps genuine enthusiasm 
44 (along with some insincere pretense) 
4+ for such principles of democracy as 
4 were comprehended. A few intelligent 
Japanese may have secretly questioned 
the full consistency of these principles 
with the practice of social democracy 
in the United States and even in parts 
of the SCAP program. The general 
nature of the overt response of the 
Japanese was favorable, and that overt 
} response remains dominantly favorable 
| today. 

On the other hand, one must re- 
member that to carry on at all the 
Japanese must needs have appeared to 
- cooperate with SCAP. This necessity, 
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plus perhaps the effect of the tradi- 
tional Japanese desire to please and 
save face, makes reports of Japanese 
opinion more than usually suspect. In 
addition SCAP has not given us a 
superfluity of facts about Japanese re- 
actions to the Occupation, and has 
resented criticism. Reports of news- 
paper correspondents and others have 
helped, but have been under both 
official and unofficial restraints. It gen- 
erally appears that Japanese reactions 
to the Occupation experience have 
been mixed, have been more favorable 
than in Germany, and more favorable 
than is usually expected to result from 
postwar occupation of territory by 
victors. But it also appears that there 
yet remain potentialities of future re- 
volt against the system SCAP attempted 
to set up. The outcome will depend 
upon deeper influences than those 
either of the Occupation or the treaty 
of peace. 


The Treaty and Japan’s Basic Needs 


The distinction between needs and 
desires, between lack of necessities and 
lack of luxuries, is arbitrary when one 
studies the motivations of states. To 
exist at all nations need food and other 
material things. Their need for security 
is perhaps more basic than their need 
for food, and the need for status and 
prestige in the society of nations is also 
compelling. This may be said of nations 
with little regard to their cultural dif- 
ferences. But values in the culture of 
a people are also cherished goals. Some 
values can make of what others may 
call an unessential ambition a necessity 
which drives a government to action. 
Some needs or desires which actuate 
nations concern their people generally; 


some concern only subgroups of which 
they are composed. Some are the needs 
of representatives of their governments 
who determine policies. A peace treaty 
which meets basic needs will tend to 
hold. A treaty which leaves such needs 
unmet will tend to be broken. Pearl 
Harbor was in part due to unmet 
Japanese needs such as need for food, 
raw materials, and markets. What, 
then, are the needs of Japan and how 
is the peace treaty related to their 
satisfaction? 

Politically Japan needs independence 
of foreign controls except those which 
other states have voluntarily accepted. 
She needs a chance to work out her 
own problems. She needs protection 
against possible attack while she re- 
mains weak. She is close to Korea, Rus- 
sia, and Communist China. Through 
her imperialism she incurred the hatred 
of some of the people of the areas 
she occupied during the war, even 
though she also in some degree con- 
tributed to their growing desire to be 
rid of the white man’s imperialism. The 
treaty permits Japan to rearm defen- 
sively. The treaty gives Japan American 
protection, but in so doing greatly limits 
her sovereignty and continues her de- 
pendence upon the United States. She 
is also expected to be a party to a 
system of collective security against 
Communism in Asia, as well as that 
implied in her prospective UN mem- 
bership. There is in Japan great pop- 
ular yearning for peace and aversion to 
rearmament. It is said that desire to 
remain neutral in the Soviet-American 
conflict was weakened by the nearness 
of the struggle in Korea. According to 
the women members of the Diet ad- 
dressing Mr. Dulles, the common peo- 
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ple did not approve the terms of the 
peace proposals. Nehru has based his 
opposition to the treaty upon his belie 
that .the people generally do not like} 
it. Very recent opinion polls have indi 
cated majority approval of the treaty, 
but less approval of American troops 
remaining in Japan. It is still a bit 
difficult to know how far official sup 
port of American policies is sincere: 
how far it results from pressure by 
American representatives, and how far 
from the immediate necessity to please 
the United States. This doubt will per- 
haps remain so long as we have troops 
in Japan, or so long as the immediate 
situation requires cooperation wit 
America. 

Japan also needs to play a satisfying 
world role commensurate with her pas 
and potential position of leadership. 
Like inmates in our prisons, Japan,| 
punished for her past behavior, needs4 
above all else to regain her self-respect. | 
In considerable degree Japan’s war} 
effort had been in search of prestige} 
through imperialistic expansion. Such 
expansion was once a characteristic off 
the Western powers Japan emulated. 
It is still practiced by some of them, butt 
is discredited at least verbally by na-4 
tions associated for peace. The painful 
fact is that Japan herself, in earlier: 
years, did escape from Western imperi-- 
alistic domination and exploitation by 
copying the industrialism and imitating ¢ 
the militarism and imperialism of the: 
West. Nevertheless, her renewed self-- 
respect in the society of peace-loving: 
nations depends upon her renouncing: 


: re | 
such imperialism. | 


Demographically, Japan needs to) 
support a population increasing by) 
over a million a year. She needs quickly : 


“Yend greatly to reduce that high rate of 
watural increase. As we write, very 
“feubstantial reductions in the rate of 
jJapan’s population increase are re- 
rted following a very high rate in 
earlier postwar years. Japan’s crude 
irth rate, which was 33.79 in 1948, is 
eported as 22.5 for the first half of 
"71951 —a drop of one-third. In spite 
f a parallel fall in her death rate, the 
“rate of natural increase, falling from 
721.8 to 13.3, registered an even greater 
drop. It appears, however, that each 
“Yyear about a million additional mouths 
"¥ to be fed are still added in Japan. But 
“¥if this very recent shift in natality trend 
4is to continue, it is indeed good news 
for Japan. Conceivably this great im- 
provement has been the result of recent 
legislation legalizing birth control and 
“}also abortion in some types of cases. 
“FSCAP did not initiate this legislation 
‘if but did not prevent it. 


if food, and raw materials. The treaty 
if itself does little or nothing to meet such 
i) needs other than to give Japan oppor- 
i) tunity to develop her own economic 
:} policies. On the one hand there is 
i) great fear of Japanese competition, on 
i the other there is much doubt that 
i} Japan can obtain what she needs. 
(| Over-all international economic plan- 
ning in the interests of all concerned 
seems requisite. Actually, trade wars 
and restrictions may be anticipated. 
The treaty does attempt to prevent un- 
fairness on Japan’s part in these areas. 

Culturally, Japan needs that danger- 
ous feudal and other values in her 
society be eliminated. SCAP policies 
| have attempted this, but the treaty can 
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hardly do much about it in itself. Japan 
also needs that positive values in her 
culture be appreciated abroad. She 
needs to solve her problem of adjust- 
ment between her traditional value sys- 
tems and those characteristic of modern 
industrialism. Japan had before the 
war shown herself remarkably capable 
of adopting Western ways, although 
government control of what values of 
the West were to be adopted led to a 
selection of dangerous rather than pa- 
cific values. Japan needs to absorb 
from the West without suffering from 
those elements in Occidental cultures, 
including America’s, which tend toward 
conflict. Among such one might venture 
to list excessive individualism and ma- 
terialism and a tendency toward dis- 
crimination on the basis of assumed 
superiority or inferiority of race. The 
treaty hardly deals with Japan’s cul- 
tural needs. The Occupation attempted 
to do so, but without guarding her 
against the above-mentioned dangers. 
Moreover, as indicated in the following 
section, the treaty will support Ameri- 
can plans which are currently giving 
precedence to rearmament and to other 
trends inconsistent with the attempt to 
make democratic values attractive to 


Japan. 
The Peace Treaty and Democratization 


The Occupation of Japan was de- 
signed to make her safe through a 
negative program of control and deter- 
rence, and a positive program of re- 
construction and democratization. For 
the former purpose her war criminals 
were punished and her former war 
leaders of various types purged. Her 
islands were occupied; her government 
was made subordinate to SCAP; she 
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was deprived of territory, shorn of her 
merchant marine. Her sacred emperor 
renounced his divine origin and be- 
came a symbol of national unity but 
not legally a political power. A demo- 
cratic constitution was thrust into her 
hands, together with a political struc- 
ture believed to be oriented toward 
peace. For the most part the Occupa- 
tion assumed that the nearer Japan 
approached the likeness of her chief 
conqueror, the safer she would become 
as a member of the society of nations. 
New social classes were created or en- 
couraged which it was believed would 
retain a stake in democracy after the 
occupation was ended. Social legisla- 
tion, a conservative labor movement, a 
democratically oriented school system, 
land reform, decentralized local gov- 
ernment, the elimination of the dom- 
inance of huge industrial and financial 
trusts, an expanded suffrage with a 
more active role for her women — such 
changes were held to be constructive 
and good for Japan, but they too were 
imposed. 

The section above has left in some 
doubt the degree to which these con- 
structive changes were accepted by the 
Japanese people. During the later years 
of the Occupation SCAP supported 
conservatism, and still later subordi- 
nated interest in democratization and 
pacification to interest in the building 
up of industrial and potentially military 
strength. The treaty nominally leaves 
the works of SCAP intact. The treaty, 
by making possible the rearmament of 
Japan and by preparing the way for 
her continued “occupation” by Ameri- 
can troops, has supported the later 
rather than the earlier aims of the 
Occupation. It is true that the rearm- 


ing is to be done in defense of democ: 
racy, even if changes in the interest o 
such defense tend to destroy much of 
Japan’s orientation toward a libera 
social system. The hope for democracy 
thus remains in Japan after the treaty 
gives her nominal sovereignty. Bu 
trends thus far seem to indicate tha 
Japan will be freer to restore dangerous} 
elements of her previous regime thanj 
to slacken in her effort to support the 
military program. The treaty does little 
to guarantee the permanence of demo- 
cratic trends in Japan, while the re-}f 
armament program will leave her fewer 
resources for the support of her new 
schools and welfare program in the 
interests of her common people. Not 
only will there be fewer resources fe: 
that purpose, but the bureaucrati 
structure and the political and class} 
leadership most fit to build up military 
support does not appear to be most fit} 
to nourish Japan’s infant democracy, 
That liberalism which is the best de-} 
fense against aggression seems to be] 
weakened if not dying in Japan. Does 
not rearmament, even if wholly un- 
avoidable, threaten liberalism through-} 
out the world today? 

We cannot even characterize the 
many important influences of the Oc-! 
cupation program in Japan. Some off 
them were favorable, some unfavorable,} 
to her democratization. We mention,| 


pation, not connected with democrac 
but of major importance. This was the 


a victor, occupying the territory of 

former enemy, of necessity becomes re- 
sponsible for the problems of the ex- 
enemy. Sent in some degree to punish) 
Japan, MacArthur perforce had to aid! 


%q mediate problems, and he became cog- 
“) mizant of her long-time problems which 
had helped account for her previous 


yocate for Japan in his relations with 
other states in the Far Eastern Com- 
“mission. This discovery that Japan’s 
needs must be met, plus America’s 
-need for her aid, in part accounts for 
i the relatively constructive emphasis of 
the treaty of peace which Mr. Dulles 
drafted and sold to states which would 
have preferred a more punitive treaty. 


The Treaty and the Struggle with 


Communism 


It is evident, then, that the purpose 
of the treaty is not primarily to meet 
Japan’s needs, or insure against her 
return to aggression through her democ- 
ratization. It is rather to enlist her aid 
against Soviet Russia. This aim is, of 
4 course, nowhere specifically stated in 
the treaty, but everyone knows it is 
implied. Hence the opposition of Soviet 
Russia and her satellites. There is no 
doubt but that this treaty aim will 
4 be immediately achieved. American 
troops will remain in Japan. Japanese 
industry is already in the midst of an 
artificial boom created by its support 
t of United Nations armies in Korea. 
i} Japan, with American aid, may become 
it the bulwark of Asia against Commu- 
nism. Parts of the program of democ- 
ratization may remain for a time, but 
' wherever they conflict with the re- 
)) armament program they will be post- 
; poned or abandoned. The Occupation 
|} had made of Japan a fascinating labo- 
; ratory experiment in controlled culture 
change: in induced democratization. 
The great tensions in the world of 
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today, reflected in the treaty of peace, 
bid fair to spoil that experiment. The 
laboratory of democracy has become a 
rearmament workshop. Reactionaries 
seem to be running the workshop. It 
is in danger of turning out some of the 
same dangerous by-products of reaction 


which the old Japan produced. 


The Treaty and Deeper Forces 


The relations between nations in 
their dynamic aspects may be viewed 
as social processes. Those in which we 
are chiefly interested are the not wholly 
separable processes of conflict and co- 
operation. War is an intensification of 
conflict relations between states. When 
one centers attention upon a treaty of 
peace, one thinks of it as concluding or 
regulating the conflict relations be- 
tween two sets of states which have 
been at war. The treaty of peace with 
Japan, however, illustrates well that 
the international conflict processes are 
never wholly bilateral. Since all modern 
states intercommunicate, trade, and be- 
come in great degree interdependent, 
their relations are multilateral. The 
gestalt—the total of their conflict- 
cooperation relations at a given mo- 
ment — is the intersection of the rela- 
tions of many states. Thus before the 
war, during the war, during the Occu- 
pation of Japan, and when the treaty 
was negotiated, relations other than 
Japanese-American — other than those 
involved in World War II — were in- 
fluencing one another. 

Today the conflict between the 
Soviet and the American-dominated 
power systems, and the so-called Com- 
munism versus free enterprise issue, 
have come to overshadow the conflicts 
of World War II and the democracy- 


totalitarian issue therein involved. 
Hence the peace treaty with Japan 
perforce becomes far more an incident 
in the former than in the latter con- 
flict process. In the last section we 
briefly referred to this relationship of 
the treaty to the cold-hot war with 
Russia. 

But important as is the struggle be- 
tween the Soviets and their adversaries 
in its economic, ideological, and po- 
tentially military aspects, it is not the 
only line of conflict in the world today. 
Still deeper forces are stirring and pro- 
ducing conflict. Japan is and will be a 
part of other world tensions and/or 
alliances. As an Asiatic power, Japan is 
bound to be more concerned with 
Asiatic than with Occidental power 
relations. It may be granted that the 
problems of the West are of equal im- 
portance. But because of her industrial 
and cultural expansion, and her past 
and/or present imperialistic expansion, 
the West is more involved in the affairs 
of the East than the East is involved 
in the affairs of the Occident. This is 
true whether the West approaches Asia 
in the manner of the old exploitative 
imperialism, or in the supposedly dif- 
ferent spirit of the Point Four program. 

It is even arguable that the mighty 
forces which are stirring on the Asiatic 
mainland are more basic than the 
great Soviet-American-led struggle. 
Some of these forces were listed earlier 
as: the rise of nationalism; the struggle 
of the peasant for land; the pressure of 
population; and the revolt of Asia 
against Western imperialism. These 
forces may be inadequately epitomized 
as the rise of the underdogs of Asia. 
It is conceivable that the outcome of 
the Soviet-American cold or hot war 
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may hinge upon the degree to whicl 
one or the other of the two greay 
aggregates of power exploits or coop: 
erates with the awakened masses oO 
Asia. The leaders of each aggregate 
declare that they have the best interests 
of those masses at heart. They accus 
their opposite numbers of having the 
selfish intention to exploit them. Mo- 
mentarily either power system may wit 
just because it controls more powerful 
atomic or bacterial weapons. But un+ 
less those weapons destroy both power 
systems and civilization with them, th 
military victory will not determine the 
issues involved. Or for a bit longer 
period either power system might wi 
by exploiting rather than cooperating 
with the awakening people before thew 
eyes are fully open. Its propaganda 
may fool the masses as to where theim 
best interests lie. The power of leaders} 
and interests to fool the people is, i 
spite of the spread of education, per-} 
haps more evident today than in Abra-} 
ham Lincoln’s time. But if Lincoln wast 
right — if you can’t fool all the people) 
all the time—the ultimate prize in 
the ideological struggle will be awarded 
on merit. Hydrogen bombs do not de 
termine the value of ideas. | 
The treaty of peace with Japan is sig— 
nificant as it aligns her with the Ameri-- 
can and dominantly Occidental powerj 
system. It asks Japan to think and actt 
as an Occidental rather than as an Ori-/ 
ental. Japan belongs rather in an) 
Asiatic system. Japan is, however, not? 
unaccustomed to the appeal of the» 
West. Since the visit of Admiral Perry, 
Japan has “gone West” with remark-- 
able speed. If all Asia is to go Western,, 
Japan, under American sponsorship, . 
could help lead that trend. The rise of! 


~ 


’ 


“|the underdog in Asia, like the earlier 
_| Partial westernization of Japan, may 
‘}maean that the East will incorporate the 
| “culture of modern industrialism.” But 
‘}Asia could do this within the frame- 
yYework of an economic system of “rela- 
Ytive free enterprise” or of “relative 
Feollectivism,” both of which are mate- 
“Veialistic. For these systems are relatives, 
not absolutes. Nor is Asia’s choice be- 
}tween complete Orientalism or com- 
} plete Occidentalism. An American phi- 
}losopher, Northrup, has suggested some 
Yintegration of the two. But Asia has a 
{choice between continued subordina- 
} tion to Western imperialism — whether 
7 Russian, British, or even American — 
} and independence. The potential power 
yof Asia’s millions is so great that it 
“| may be decisive in determining the out- 
| come of the currently dominant Soviet- 
“| American conflict. If either America 
jor Soviet Russia becomes accepted as 
“the real proponent of the rise of these 
'} peoples she will receive the support of 
‘| a billion Asiatics. Failing this, if China 
‘could escape from her somewhat un- 
{natural alliance with Russia and co- 
| operate with India, is it not conceivable 
) that a third force might develop and 
prevent the armed clash of the Ameri- 
can and Soviet-led power systems? 
The Japanese treaty aligns Japan on 
one side of a contest far more impor- 
tant than the remains of World War 
‘l II issues which the treaty is supposed 
to settle. Still more important, it seems, 
‘fis the conflict which we have over- 
| simplified by calling it the rise of the 
‘masses of Asia. Some idealist once 
said: “I do not know what American- 
ism is, if it is not a prejudice in favor 
of the underdog.” Be that as it may, is 
not the essence of democracy the rise 
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to power of the common people — 
itself a great and precarious experi- 
ment? At any rate the power generated 
by their uprising seems to be tremen- 
dous. The future of the Japanese treaty, 
the future of Japan, the outcome of the 
current East-West conflict, seem to de- 
pend not a little on their relationship 
to this deeper force. So viewed, the 
treaty itself is relatively insignificant. 

This article has perhaps implied 
criticism of certain American policies — 
at least of some of those of the past. 
That implied criticism has not been 
along the lines of the controversy be- 
tween the two major political parties. 
In some degree it suggests the views of 
such men as Nehru in India and of 
Supreme Court Justice Douglas. Even 
those who make such criticisms of past 
policies might consistently support the 
current armament program. They 
might argue that it is too late to change 
policies. They might feel that the time 
is past when we may, for example, 
wean Communist China away from de- 
pendence upon Soviet Russia through 
recognition, through admission to UN, 
or through policies more clearly di- 
rected toward the solution of the prob- 
lems of her common people. Any policy 
change implied in the present article 
would most obviously be concerned 
primarily with long-time rather than 
immediate programs. Yet it is arguable 
that such policy changes are defensible 
from the purely military viewpoint 
also: that to stop Soviet Russia we 
must win over the masses of Asia. It is 
one of the tragedies of the current 
world crisis that men equally concerned 
with both American defense and world 
peace may sincerely differ on imme- 
diate programs. 


Present Status of the Fair Trade Laws 
¢,. C-Curris 


Division of Business Law, University of Illinois 


THE SO-CALLED state fair trade laws, 
laws which legalize agreements made 
between a producer or distributor and 
a retailer of products of such producer 
or distributor whereby the retailer 
agrees to sell only at certain prices, 
have been enacted in all of the forty- 
eight states except Missouri, Texas, 
and Vermont. 

These laws require generally that the 
product be one which bears, or the 
label or container of which bears, the 
trademark, brand, or name of the pro- 
ducer or distributor. It must be an 
article in free and open competition 
with commodities of the same general 
class produced or distributed by others. 
The agreements legalized must be 
agreements prescribing prices for resale 
— thus, the product must be one sold 
which is to be sold again by the buyer. 
The product must be a finished article, 
not requiring any further manufactur- 
ing or processing before being resold. 

These laws also provide that, where 
a producer or a distributor of a prod- 
uct has entered into a retail price main- 
tenance contract with any one retailer, 
the prices stipulated are binding upon 
other retailers of that state having 
notice thereof, whether they have 
signed such a contract or not. This 
provision generally reads: 

“Wilfully and knowingly advertising, 
offering for sale or selling any com- 
modity at less than the price stipulated 

. whether the person so advertising, 
offering for sale or selling is or is not a 
party to such contract, is unfair com- 
petition and is actionable at the suit of 


[18] 


any person damaged thereby.” (Illinois 
fair trade law.) 

Thus, if a nonsigner with knowledge 
of a stipulated price sells at less than 
that price, he is considered to have 
committed the punishable offense ob 
unfair competition. Accordingly, under 
these state laws, if a producer or dis; 
tributor wishes to fix a price for the} 
resale of his product within a state: 
he needs only to make a retail price 
maintenance contract with some one} 
retailer of that state, and then th 
stipulated price will be just as binding 
upon the other retailers of his product 
in that state with knowledge as upc 
the one who did sign. He needs only +a} 
obtain such an agreement with one re- 
tailer and to give notice to the others 
In some states, the fair trade law 


religious, educational, and charitable) 


| 
} 


institutions. In such transactions, am} 
immediate resale is not contemplated} 

These laws generally permit sales at} 
less than the stipulated price in the 
following cases: 

1. If a reseller is, in good faith, dis-4 
continuing his business, or if he is dis-: 
continuing trading in that particulan 
commodity, he may sell below the fixed 
price. There are, in some states, pro-/ 
visions which require such a reseller’ 
to give his vendor a reasonable oppor-- 
tunity to buy back the goods at the 
invoice price before he can sell to the 
public at a lower price. 

2. Sales under court procedure are 
generally excepted. 
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PRESENT STATUS OF THE FAIR TRADE LAWS 


3. If the product has been damaged, 
the reseller may sell at a lower price 
if notice of the damage has been given 


to the public. 


A reseller can also sell below the pre- 
scribed price, if he does so without 
knowledge of that price. 

The first state fair trade law was 
that enacted in California in 1931. 
This law did not contain any provision 
applying a retail price-fixing agreement 
to retailers who had not signed such 
a contract. The California legislature 
amended that law in 1933, adding a 
nonsigner provision. By the end of the 
year 1937, 28 states had enacted fair 
trade laws. 

But, such price-fixing contracts be- 
tween a producer or distributor and a 
retailer of his products were held to 
be invalid in interstate commerce under 
the 1890 Sherman Act. Thus, contracts 


| legalized by any state law could be ap- 
‘| plied only to transactions in intrastate 


commerce within that state. 

In 1937, Congress passed the Miller- 
Tydings Law, which amended section 1 
of the Sherman Act by adding to the 
provision prohibiting contracts, combi- 
nations, or conspiracies in restraint of 
trade in interstate commerce a proviso 
reading: 

“Nothing herein contained shall 
render illegal, contracts or agreements 
prescribing minimum prices for the 
resale of a commodity which bears, or 
the label or container of which bears, 
the trademark, brand or name of the 
producer or distributor of such com- 
modity and which is in free and open 
competition with commodities of the 
same general class produced or distrib- 
uted by others when such contracts or 
agreements are lawful as applied to in- 


1) 


trastate transactions, under any statute, 
law or public policy now or hereafter 
in effect in any state... in which 
such resale is made or to which the 
commodity is to be transported for such 
resale. a,c" 

Thus the Miller-Tydings Law made 
contracts or agreements fixing mini- 
mum resale prices in interstate com- 
merce lawful where such contracts or 
agreements were legal in intrastate 
commerce under local law. But the Act 
made no express reference to provisions 
in the state fair trade laws which forced 
a stipulated price upon the nonsigner. 

In May, 1951, the United States 
Supreme Court handed down its de- 
cision in the case of Schwegmann Bros. 
v. Calvert Distillers Corporation. 

Here, two corporations, distributors 
of gin and whiskey, one in Maryland, 
the other in Delaware, had entered into 
contracts with some of the retailers of 
their products in Louisiana, whereby 
the retailers had agreed to maintain 
certain uniform resale prices for their 
products. Louisiana had a state fair 
trade law with the usual nonsigner 
provision. Schwegmann Bros., retailers 
of New Orleans, who had not entered 
such a resale price agreement, sold 
products of these distributors at cut- 
rate prices. The distributors obtained 
an injunction in the District Court. 
The decision granting the injunction 
was affirmed by the Circuit Court of 
Appeals, and Schwegmann Bros. ap- 
pealed to the United States Supreme 
Court. 

Thus, the question was finally before 
the Supreme Court whether a resale 
price fixed by agreement between a dis- 
tributor and a retailer who had signed 
was to be observed in interstate com- 


merce by a nonsigner retailer, one who 
had not entered into the retail price 
maintenance contract. 

The United States Supreme Court 
by a vote of 6-3 held that Schweg- 
mann Bros. were not bound by the 
stipulated prices and reversed the de- 
cisions of the two lower courts. 

The majority of the Court, quoting 
the text of the Miller-Tydings proviso, 
pointed out that what was legalized 
were contracts or agreements, that con- 
tracts or agreements must contemplate 
voluntary action, and, hence, that the 
only persons bound to observe a stipu- 
lated price were those who had entered 
into such a contract or agreement. The 
majority thought that if Congress had 
intended to force a retail price agree- 
ment upon a nonsigner it would have 
included such a provision in the Miller- 
Tydings Act. The majority opinion was 
given by Justice Douglas. 

Justice Frankfurter wrote a dissent- 
ing opinion, in which Justice Black 
and Justice Burton joined. He pointed 
out that the 1931 California fair trade 
law had proved inoperative in its lack 
of a nonsigner clause and that the legis- 
lature of that state had added a non- 
signer provision at its next regular 
session. And that, in 1937, when the 
Miller-Tydings Law was enacted by 
Congress, 28 of the states had enacted 
fair trade laws each with a nonsigner 
clause. Hence, he contended that Con- 
gress must have intended to legalize 
retail price agreements not merely as 
between the parties, but that the pro- 
visions thereof were to be applied to a 
nonsigner. He would sustain the in- 
junction. 

The decision of the Supreme Court 
does not render illegal a_ price-fixing 
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contract entered into in intrastate com-#f 
merce — that is, one between a pro- 
ducer or distributor and a retailer of 
the same state. It does not render il- 
legal such a contract in interstate com-f 
merce as between the parties thereto. 
But it does hold that such a contrac 
in interstate commerce is not binding 
upon a retailer unless he has entered 
into the contract. | 
Here, it may be suggested that aif 
reliable estimate made this year of the 
volume of the business in price-fixed 
goods placed a year’s total up in they 
billions of dollars and at about five 
percent of all sales at retail. 
Merchandise lines in which price- 
fixed articles may be found include 
drugs, cosmetics, television and radio 
sets, beverages, electrical and other: 
appliances, typewriters, photographic} 
goods, watches, clocks, jewelry, books, | 
beds and bedding, fountain pens, pen- | 
cils, tobacco, men’s clothing, and aj 
variety of other commodities. A few | 
items in food and women’s apparel lines } 
are price-fixed. 
The decision was followed by what | 
appeared at first to be a real epidemic | 
of price cutting on fair trade goods in | 
some stores of the East. A large retail | 
store in New York City cut prices on | 
5,978 price-fixed items in one day. | 
Other large stores followed suit. Further | 
reductions in prices were made. This 
movement spread in a limited way to | 
other cities. But, except in New York | 
and a few other cities, there was but | 
little price cutting and then by only a | 
few retailers and on but a few items. 
About 70 percent of the price cutting 
by volume was confined to stores of | 
three cities. The price war subsided in | 
two to three weeks. After the initial | 
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splurge, it has been very much a case of 
™ all “holding the line.” 
_ Nevertheless, the fair trade advocate 
has reason to be concerned about the 
future. Many suggestions have been 
made as to how the effect of the de- 
cision can be nullified. But, other than 
by amending the Miller-Tydings Act 
#) to make the provisions of a price main- 
eeenance contract apply to the non- 
signer, none of the suggestions made 
can offer much comfort to the advo- 
cate. 

A distillery company, one of the 
parties to the Supreme Court case, has 
established distributor corporations, 
each with a warehouse, in some of the 
states where its products are being sold. 
Presumably, it would create at least one 
such corporation in every state where 
its products are being handled, except- 
ing where prices are established by 
some state agency or where sales of its 
products are being made only in state 
stores. Having sales of its products to 
a retailer made only by a distributor 
corporation of the state of the retailer, 
it will probably contend that the sale 
to any retailer is purely a local affair 
—not one in interstate commerce — 
and, hence, that the state fair trade 
act with its nonsigner provisions should 
apply to all its price maintenance con- 
tracts. 

However, a court could find that the 
subsidiary distributor corporation was 
purely an agent, that sales through any 
distributor corporation were in fact 
sales by the home company, and that 
interstate commerce was involved in 
transactions with any retailer who was 
in business in a state other than the 
state of the home company. And there 
have been many decisions of the 


Federal courts holding that a company 
was engaged in interstate commerce in 
cases where only a mere fraction of its 
services or products went to parties 
outside its state. 

If a producer sells his products 
through a retailer to whom he has 
granted exclusive rights over a certain 
area, and the producer does not at- 
tempt to own or control that retailer’s 
business, except in a limited way, the 
question of agency may not be raised. 
But what has proved satisfactory in the 
automobile field will not be so satis- 
factory in all other lines. The exclusive- 
dealer plan would not be so usable for 
the producer of small items, each sell- 
ing for a small arnount and requiring 
little, if any, servicing, and when the 
producer depends upon the sale of a 
large number of units — otherwise it 
would have been adopted in such lines 
more than it has. 

Where a producer sells his products 
through distributors and those distrib- 
utors handle products of other pro- 
ducers, competing or not competing, 
goods not price-fixed as well as goods 
price-fixed, the question of agency 
probably will not be raised. But where 
the distributor is more and more an 
independent party, he will probably not 
be faithful to every condition fixed by 
a producer. If a producer imposes on 
his distributor the requirement that the 
latter must obtain from each retailer 
to whom he sells a contract stipulating 
retail prices, there may be some sales 
resistance on the part of some distrib- 
utors who might decide that it would 
be more convenient to them not to 
handle this producer’s products at all, 
or unless a greater return was possible. 


A lower volume of sales could be ex- 
pected. 

Even though a producer did obtain 
from each of his distributors agree- 
ments that they would insist upon re- 
tail price manitenance contracts from 
each of their retailers, there would still 
be the problem of policing — of seeing 
that distributors did not sell to non- 
signer retailers and that signer retailers 
did not do the same. A large New York 
store, a nonsigner, which cut prices in 
the recent price war on a product on 
which there was a stipulated retail 
price, was denied new stock by the 
manufacturer, but the store was able 
to keep its shelves filled with the same 
product of that manufacturer obtained 
from sources unknown, and to continue 
to sell at prices lower than the fixed 
price. The greater the number of dis- 
tributors and retailers handling the 
products of a producer, the more dif- 
ficult the task of policing would be. 
It would seem that the problem would 
be impossible where hundreds of dis- 
tributors and thousands of retailers 
were involved. 

If a producer plans to obtain retail 
price maintenance agreements direct 
from retailers who sell his products, the 
same difficulties will arise. If he has 
his product sold through, say 100,000 
retailers, and he insists upon retail 
price contracts from each of them, he 
will find some retailers who will refuse 
to handle his product, preferring to sell 
the goods of a competitor who is not 
insisting upon such agreements or not 
to handle that line at all. A lower 
volume of sales could be expected. 
There would be also the problem of 
policing — of seeing that his signer re- 
tailers observed their contracts to main- 
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tain the fixed price and that they di 
not supply nonsigner retailers with hi 
goods. 

A Jarge New York retailer concern 
which took part in the price war which 
followed the decision of the Supreme 
Court, cutting prices on hundreds of 
price-fixed items, saw fit to enter a 
price maintenance agreement with a 
manufacturer of beds and mattresses 
shortly thereafter. Apparently, the com- 
pany was willing to enter a fair trade 
agreement when it was necessary to get’ 
the goods it wanted, and would not! 
enter such a contract if it could get: 
the goods without such an agreement, , 
or if it preferred to handle a competi-- 
tor’s goods or not to handle that line of 
items at all. 

The manufacturer of beds and mat- 
tresses mentioned had been selling’ 
through only a few distributors and 
was in a better position to exact a retail 
price maintenance contract. But that 
would not be true of a producer whose 
product is being handled through 
hundreds or thousands of distributors. 

Better business bureaus and like or- 
ganizations have done much to abolish 
business practices which they consid- 
ered undesirable. It is questionable 
what they can and will do in this case 
where there will be agitation on both 
sides. Any action they might take would © 
lack the satisfactory compulsory ele-— 
ment which a law would possess. There — 
might be a lack of uniformity due to 
lack of interest and, especially, where 
the price cutter is an influential mem- 
ber of the organization. 

There might be the question of le- 
gality of any procedure, if the result 
is that some retailers can obtain a 
producer’s products and that other re- 


ailers cannot—more particularly if 
ction is taken in concert with others. 
‘The Sherman Act prohibits contracts, 
‘combinations, or conspiracies in re- 
‘straint of trade among the states, and 
he proviso of the Miller-Tydings Act 
‘Piegalizes only “vertical” agreements, 
i} those between a producer or distributor 
hand a retailer of his products fixing 
minimum retail prices. The Federal 
law does not legalize “horizontal” 
agreements, such as agreements be- 
tween producers, agreements between 
4) distributors, or agreements between re- 
tailers, where the effect is to restrain 
trade in interstate commerce. 

The state fair trade laws, likewise, 
legalize “vertical” agreements — those 
between producers or distributors and 
their retailers stipulating retail prices. 
These laws also do not make valid 
“horizontal” agreements, those in which 
the parties are on the same business 
level, if the effect thereof is to restrain 
commerce. 

Thus, an agreement between two or 
| more producers, or between two or 
‘| more distributors, and so on, to boy- 
cott a price-cutting retailer or to coerce 
1} others to do so, or to force a price- 
| cutting retailer to enter a price main- 
‘| tenance contract would be illegal. It 
) is illegal for competitors to act in con- 
‘} cert in restraint of trade. 

_ The only solution satisfactory to the 
| fair trade advocate would be to have 
Congress amend the Miller-Tydings 
Act so as to make a retail price main- 
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tenance contract entered into by one 
retailer binding upon other retailers 
who handle the same product of the 
same producer or distributor within 
the same state. 

But those who think that it will be 
easy to persuade Congress to enact such 
an amendment could well consider the 
situation which existed from 1930 
through 1937, the period from the en- 
actment of the first state fair trade law 
by California until 28 states had passed 
such laws and until Congress had 
passed the Miller-Tydings Act. Those 
were days when the prevalent agitation 
was for higher prices (which the op- 
ponents of the fair trade laws said 
would be the result of their adoption) 
and when the legislator was ready to 
favor almost anything which bore some 
element of promise of raising prices. 

Will that same legislator be willing 
to support an extension of fair trade 
agreements in these days of inflation 
when his voters are complaining that 
prices are too high? The advocate 
could also recall that the Miller-Tyd- 
ings Act was passed as a “rider” to an 
essential tax bill after it had failed of 
passage when presented alone. 

Bills have been introduced in Con- 
gress which would make such an 
amendment. Bills have also been intro- 
duced which would repeal the Miller- 
Tydings Act. We may expect that the 
whole question of retail price mainte- 
nance will be reexamined both by Con- 
gress and the state legislatures. 
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ONE OF THE impressive characteristics 
of the American economy has been a 
steady and continuing increase in in- 
dustrial productivity. That production 
per man-hour will pursue this upward 
course has become a normal expecta- 
tion. In times of national emergency, 
such as the present, particular stress is 
placed upon the need for stepping up 
this pace even more to meet defense 
needs and to avert inflation. 

Much of this improvement in our 
industrial efficiency stems from tech- 
nical changes constantly taking place 
in our mills, shops, and factories. The 
installation of a machine, the setting of 
revised work standards, the modifica- 
tion of work assignments, the introduc- 
tion of a new manufacturing process — 
to mention but a few of the many types 
of technical change — constitute the 
detail of this process. Yet, while they 
form the sinews for augmenting our 
economic strength, these changes have 
also often been the occasion for en- 
gendering human conflict at the shop 
level. It is upon this aspect of our tech- 
nological progress that this article 
focuses. 

In the shop it has been common ex- 
perience whenever the prospect of 
technical change looms to witness a 
good deal of pulling, hauling, and balk- 
ing among workers and, for that mat- 
ter, among members of management 
itself. In the extreme, there may be 
outright refusals to accept a change 


or, even if there is no overt resistance, 
morale and productivity may fall fa 
below the blueprinted expectations. 
The installation of technical chang 
often is accompanied by a tune of trep- 
idation and disharmony in human re- 
lationships. 


Human Impact of Technical Change 


Disruptive aspects of technicai 
change are hardly a new phenomenon. 
The earliest days of the industrial rev~ 
olution were marked by revolts against 
the machine, culminating at times ia 
primitive physical assaults upon the 
very equipment itself. Our cultural de- 
velopment since that time has seen the 
growth of a common acceptance of! 
technological innovation in industry 
and such outbursts of frustration are? 
indeed; the 
problem of aggressive reaction to tech-- 
nical change has remained with us. A, 
notable recent example that received! 
widespread publicity was the “speed-- 
up” strike at the Ford Motor Company: 
in 1949. 

Associated with evidences of resist-. 
ance to technical change have been the: 
allegedly widespread practices and! 
policies of labor unions which obstruct 
industrial innovation. A number of 
earlier studies of trade unionism have 
emphasized the conservative and re- 
actionary position of these organiza- 
tions in the matter of 


now rare nevertheless, 


changing 
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echniques of production. Moreover, a 
‘general presumption has been that, 
with the increasing practice of collec- 
_ tive bargaining since 1935, unions more 
often than not have made even more 
widespread these restrictive practices. 
Undoubtedly, this is 
union-management relationships. How- 


one facet of 


ever, it remains to be explored with 
any degree of thoroughness whether 
the existence of these institutional ar- 
rangements does not in itself possess 
a more positive side with regard to 
technical change installation. Actually, 
there is little proof that on balance 
unions have served to slow down the 
rate of introducing and exploiting 
technical innovation.? Moreover, there 
is some basis to believe that maturing 
union-management relationships may 
facilitate the process of 
change at the plant level? when com- 
parison is made with observations of 
worker behavior in unorganized situa- 
tions.* Since this is a hypothesis of con- 
siderable importance for evaluating the 
course of our industrial progress, the 
case described below is presented as a 
test, though hardly a conclusive one, 
of this contention. 

Before proceeding to the case study, 


industrial 


*See, for example, Sumner H. Slichter, 
Union Policies and Industrial Management 
(Washington: The Brookings Institution, 
1941), Chapters VII-IX. 

? For another view, see Gordon F. Bloom, 
“Union Wage Pressure and Technological 
Discovery,’ American Economic Review, 
Vol. XLI, September, 1951, no. 4, p. 617. 

® Benjamin M. Selekman and Sylvia K. 
Selekman, ‘“Productivity——and Collective 
Bargaining,’ Harvard Business Review, Vol. 
XXVII, March, 1950, no. 2, pp. 127-144. 

*Stanley B. Mathewson, Restriction of 
Output Among Unorganized Workers (New 
York: Viking Press, 1931). 
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it is appropriate to indicate the roots 
of human dissatisfaction associated 
with technical change in industry. The 
obvious explanations, of course, run in 
terms of workers’ fears of displacement, 
unemployment, reduced earnings, de- 
skillization, and mental and physical 
strain. The eventuality of any of these 
results is viewed as catastrophic in the 
worker’s mind, as indeed they would 
be for anybody in a similar set of cir- 
cumstances. No matter what long-run 
predictions might make 
about rising employment and _ living 
standards, these are but pious plati- 
tudes that offer little hope for relieving 
On __ these 
grounds alone, resistance to change 
finds a fertile seedbed. 

However, this is only part of the 
story. Procrastination may accompany 
the installation of technical change 
even though it has been made abun- 
dantly clear that economic benefits will 
be substantial and dire threats to eco- 
nomic security will not exist.° For there 
may be psychological and sociological, 


economists 


an immediate situation. 


as well as economic, implications that 
serve to thwart adoption of the inno- 
vation. Prestige, status, and other sym- 
bols of satisfying social relationships 
may be at stake. Usually, these poten- 
tial “losses” are rarely made explicit, 
for they are difficult matters to talk 
about even if people are able as well 
as willing to discuss them. Thus, the 
promise of increased earnings, steadier 
employment, upgrading in the shop 
hierarchy of jobs, and so on may fail 
“to take the sting off.” Frustration and 

° Benjamin M. Selekman, Labor Relations 


and Human Relations (New York: Mc- 
Graw-Hill, 1947), p. 111. 
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fear may be easily aroused by seem- 
ingly small threats to personal and 
group security (although, it should be 
pointed out, they appear enormously 
large to those feeling the frustration 
and fear). 

Such frustrations may lead sooner or 
later to some form of aggression, rang- 
ing from a forthright refusal to work 
to a low degree of acceptance of the 
change. The latter may take the form 
of regression exhibited in states of low 
morale and meager productivity. All 
these reactions, of course, may be re- 
lated to a whole set of neurotic anx- 
ieties that have been accentuated in 
our industrial culture. Disintegration 
of community and family life, as they 
used to be known, has been a notable 
illustration. 

To summarize, changes in the tech- 
niques of production may disturb the 
social equilibrium. Thus disturbed, the 
social system of any group, whether 
it be a primary face-to-face one or a 
more formal entity, will undergo ad- 
justments by its members to correct 
for the disturbances. The resulting 
“adaptive human behavior” will con- 
sist of seeking out those channels of 
human interaction through which it 
has been customary to carry on activ- 
ity. Some of these customary channels 
may be formally “institutionalized,”’ as, 
for example, a well-developed griev- 
ance procedure, However, if the at- 
tempt to utilize customary channels 
fails, adaptive behavior may take the 
form of resorting to the seemingly un- 
usual. Thus, negotiation, verbal per- 
suasion, the use of tribunals, and the 

*E. Wight Bakke, Adaptive Human Be- 


havior (New Haven: Yale University Labor 
and Management Center, 1951). 


like may be replaced by strikes, sit 
downs, lockouts, and similar actions. 


Collective Bargaining — Hindrance 
or Help? 


The first clue to implementing: 
change thus lies in recognizing those 
instruments and procedures that may 
be utilized for keeping human behavior: 
within customary bounds. The search 
for this clue, of course, is predicated 
upon the desirability of minimizing 
human conflict within a democratic so- 
ciety. Thus with collective bargaining 
having become a widespread practice} 
(and encouraged by law), its proc-} 
esses should be subject to this scrutiny.. 

Hardly explored have been the con- 
tributions of collective bargaining ia 
maintaining and establishing channels! 
for desired human behavior. To ex-: 
plore them, furthermore, is a task of no: 
small proportions. Painstaking case-by- : 
case research is required, with the need 


to keep clearly in mind the environ- | 


mental and internal elements 


that | 


differentiate one union-management re- | 


lationship from another. It is no 
wonder, in terms of the greatness of 
this task, that, although the bases of 


human resistance to industrial change 


| 


are readily recognized, the remedy for 


its mitigation has remained highly 
elusive. As Selekman has pointed out, 
“it requires not too much to say that 
we face here one of the most difficult 
and least explored areas of human rela- 
tions, where no one is sure of his 
ground. What we need now is nothing 
more nor less than to recognize the 
problem, to approach it with humility, 
and to probe for helpful clues.”? 


*Selekman, of. cit., p. 111. 
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A Case History 


Let us now turn to the case study, 
undertaken by the writer, of the ex- 
_ periences of a firm which we shall call 
the X Company.® Located in a small 
mill town, the X Company plant had a 
history stretching back over one hun- 
dred years. It was engaged in the pro- 

duction of worsted cloth, and like many 
| other mills in this branch of the textile 
industry, had for many years failed to 
take advantage of newly developed 
production techniques. However, at the 
end of World War II new ownership 
took over the plant and undertook to 
install a series of plant-wide technical 
changes. In this attempt, the manage- 
ment found itself confronted with an 
uncooperative work force, a_ hostile 
community and, at first, a none-too- 
sympathetic local union. After an 
abortive incident that set back manage- 
ment’s plans for modernizing the plant, 
the technical change program went 
forward during 1947 and 1948, follow- 
ing a series of union-management ne- 
gotiations accompanying each of the 
changes installed. As a result of these 
joint deliberations, the modernization 
of the plant proceeded with little dis- 
turbance. In the end, without any in- 
crease in the size of the work force, 
production was increased by over 25 
percent. 

What elements in this case contrib- 
uted to the enhancement of productiv- 
ity when previous attempts to 
accomplish this without overt conflict 
seemed to face the insurmountable ob- 
stacle of resistance? How did the proc- 
esses of collective bargaining facilitiate 

®The author is indebted to the Social 


Science Research Council for the grant of 
funds that made possible this investigation. 


or hinder the implementation of the 
modernizing program? To answer these 
questions, let us first delve more deeply 
into the background and industrial set- 
ting of Company X. 


The Industrial Setting 


To understand the position of man- 
agement in this industry, some knowl- 
edge of the economics of the industry 
is necessary. Most of the industry is 
concentrated in the northeast of the 
United States and comprises over 800 
separate firms. However, despite geo- 
graphic concentration and large num- 
bers, mills differ considerably both in 
size and type of product manufactured. 
Moreover, four corporations have usu- 
ally accounted for 25 percent of the 
total production and sales of the in- 
dustry. Thus, in spite of the large 
numbers — which give the appearance 
of a highly competitive type of in- 
dustry — a few large firms are predom- 
inant and set the pattern in a number 
of practices and policies for the re- 
mainder of the industry. On the other 
hand, in the product market, woolens 
and worsteds, despite a considerable 
degree of product differentiation, are 
faced with competition of other fibers 
such as cotton, rayon, and numerous 
synthetics which are proving to be suit- 
able wool substitutes. 

Another major characteristic of the 
market has been the close relationship 
between sales of wool goods and the 
volume of consumer expenditures. 
Woolens and worsteds characteristically 
evidence a lead-lag correlation with 
consumer income and, accordingly, 
their production volume usually drops 
before consumer incomes do and re- 
covers only after consumer incomes 
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have turned up. They are highly post- 
ponable goods. On the other hand, in 
times of large military expenditures, 
the production of numerous mills may 
be assured. But, in general, the vicissi- 
tudes of the business cycle have ac- 
counted for a fairly large turnover in 
the industry, and the great bulk of the 
firms may be considered almost always 
to be “on the margin.” Furthermore, 
seasonal marketing and production pat- 
terns, as well as unpredictable style 
changes, have added to the average 
mill’s uncertainties about the future. 

The average management can do 
little to meet these uncertainties and, 
accordingly, hesitates to make any large 
investment in technical changes even 
though striking technical advances have 
been common knowledge throughout 
the industry. Rather, so long as the 
productive facilities have met certain 
minimum standards, many companies 
have remained on a_ iechnological 
dead-center. When the great bulk of 
the competing firms in the industry 
were following this practice, a manage- 
ment had little to fear in terms of 
undue cost disadvantages arising from 
archaic techniques. 

Nevertheless, when demand shrinks, 
woolen and worsted firms have been 
forced to adopt cost-cutting devices 
which would enable them to retain at 
least a share of the reduced market. 
The natural tendency has been to con- 
centrate upon cutting down variable 
costs —in particular, labor costs. To 
improve a company’s cost position for 
either the long or the short run, few 
firms have looked primarily to techni- 
cal changes in the manufacturing proc- 
ess, but have leveled their sights upon 


reducing their labor requirements for 
the given methods of production. 
This practice may be readily under- 
stood .by examining the typical cost 
structure of a firm in the industry. The 
raw material, wool, usually has ac- 
counted for half of the total unit cost. 
But there is little opportunity to achieve 
savings here, for wool prices are de- 
termined in a world wool market, over 
which the average manufacturer has 
been able to exert almost no control. 
Furthermore, attempts to cut down on 
wool use and to eliminate waste have 
been costly. Indirect costs usually 
amount to between 10 and 20 percent 
of the total unit cost, and a large pro- 


portion is made up of fixed elements. | 
Accordingly, the remaining cost ele- ~ 


ment, labor, amounting to 25 or 35 
percent, comes under the greatest scru- 
tiny in cost-cutting drives. Thus, there 
have been attempts either to reduce 
wage rates or to increase workloads 
without increasing wage rates. Accord- 
ingly, the labels “stretch-out,” “speed- 
up,” and “sweatshop” have long been 
attached to the textile industry. 

The nature of the costs in manu- 
facturing textiles has meant that, over 
a long range of production, variable 
unit costs are fairly constant. As a 
result, manufacturers have tended 
either to produce to capacity or to 
shut down completely. For example, 
during the hectic days of 1932 and 
1933, miultiple-shift operations were 
very common. Attempting to produce 
to capacity furnishes another pressure 
to extend the work force even further. 
This possibility, moreover, is facilitated 
by the very nature of the manufactur- 
ing process and the jobs. Most jobs are 
machine-tending; that is, the large ma- 
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“| jority of the workers are hired to super- 


_ vise equipment rather than to operate 


‘| it. The principal duty is to prevent 


breakdowns in the machinery and ma- 


Ve terials. As a result, there is a strong 


, temptation to assign more and more 
_ machines to the supervision of an in- 
dividual employee, with the onus upon 
the worker to police his machines 
rather than upon management to see 
to it that the machinery is appropri- 
ately cared for and maintained to per- 
mit larger supervisory assignments. In 
this work setup, the foreman, or over- 
seer as he is more appropriately called, 
has as his principal function the watch- 
ing of the workers in performing their 
assignments. The suspicion, distrust, 
and “dirty” politics accompanying a 
situation of this sort have been natural 
results. Added to these factors is the 
fact that most of the jobs are unskilled. 
“Hands” can easily be replaced, and in 
many small mill towns women can be 
called upon to perform jobs men will 
not. 

For these reasons, many mills in the 
industry have not felt compelled, until 
fairly recently, to keep abreast of latest 
technical developments. It was easier 
for a management “‘to let things ride.” 
Moreover, worker resistance has been 
enhanced not only by fears of “stretch- 
outs” but also by widespread recog- 
nition that managements have had no 
great drive to install changes. Accord- 
ingly, if there was a move to install a 
new process, machine, or modification 
of equipment, workers in many cases 
have looked upon such an attempt as 
doubly suspicious. 

Resistance to technical change was 
especially heightened during the de- 
pression with the large layoffs that were 


concentrated in the textile industry. 
Technological change, of course, con- 
stituted a further direct threat to the 
workers’ economic security. The gen- 
eral textile strike in 1934 was in part 
a protest against such changes, leading, 
although abortively, to the N.R.A. Tex- 
tile Code, which included some regula- 
tion of workloads and technical change 
displacements. In the wake of this up- 
surge or protest, for the first time large- 
scale unionism appeared in the indus- 
try, eventually culminating in the CIO 
Textile Workers Organizing Committee 
(TWOC-CIO) in 1937. Again, in part, 
these drives were aimed at halting the 
inroads of technical changes identified 
with the “stretch-out.” 


Growth of the Local Union 


Against this industrial background 
the Company X mill operated during 
the 1930’s. In addition, events in the X 
mill community should be mentioned 
as having an important bearing upon 
the later program of technical changes. 
In 1934, for the first time in the com- 
munity’s history, a union was success- 
fully formed, and from the beginning 
this local enjoyed full support of the 
villagers. Since its founding, moreover, 
the villagers have routinely accepted 
union membership, automatically be- 
ing expected to join, once they are em- 
ployed at the mill. 

The spontaneous development of the 
local union at the X mill was in part 
the result of the turbulent events of the 
depression but also arose out of local 
conditions. The X mill was situated 
in an old mill village and was the prin- 
cipal place of employment for the vil- 
lagers, even though the community was 
located within a short commuting dis- 
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tance of a fairly large industrial center. 
The mill itself was of average size for 
the woolen and worsted industry, em- 
ploying on the average about 500 
workers. The village population, num- 
bering about 2,000, were mainly of 
French-Canadian, Polish, and _ Irish 
descent. Many of the families had been 
in the community for several gener- 
ations. 

Before the TWOC-CIO came into 
existence, the organizing of wool work- 
ers had been exceedingly low.? Wool 
mills were considered among the least 
organizable areas of the industry. How- 
ever, once unionism began to spread 
seriously in this branch of textiles after 
1937, it became the most highly or- 
ganized segment of the industry, with 
about 90 percent of the workers organ- 
ized. Thus, unionizing the X mill was 
an exceptional event for that period. 

Furthermore, the local union at the 
X mili relied little upon outside assist- 
ance to achieve organization. Local 
conditions contributed to this develop- 
ment. Although the social system of the 
village had been based on paternalism 
in the preceding years, there was ab- 
sentee ownership and the mill manager 
was given rather complete authority in 
operating the plant. The manager, 
however, had been in the village for 
many years and was fully integrated in 
the life of the community. He was con- 
sidered ‘fone of the boys.” 


*For example, at the height of the post 
World War I organizing drive the A.F. of L. 
textile workers union succeeded in organiz- 
ing 10 percent of all textile workers, the 
high point in this industry until the middle 
thirties, but only 3 percent of woolen and 
worsted workers. See R. R. R. Brooks, 
United Textile Workers of America, unpub- 
lished doctoral dissertation (New Haven: 
Yale University, 1935), pp. 54, 60. 


During the early trying days of the 
depression, however, this arrangement 
—which apparently had been consid- 
ered satisfactory by the villagers — be- 
gan to disintegrate. No longer could 
everyone in the community feel sure 
of working at the mill. The younger 
generation felt the brunt of the unem- 
ployment. Management was caught up 
in the drive to cut labor costs, and the 
overseers were given relatively free 
hands to pursue, by hook or crook, the 
least costly operations for their respec- 
tive departments. What seemed to have 
been a coordinated social system had 
suddenly gone out of kilter. Villagers, 
who had looked upon themselves as 
enjoying a favorable relationship with 
the mill management, now found that ~ 
management not only was failing to 
preserve this equilibrium but seemed 
to be taking steps to upset it even 
further. Thus, the villagers decided to 
take matters into their own hands. 

The interesting thing about this de- 
velopment was the almost complete 
acquiescence of the mill manager. Ob- 
viously troubled himself about the 
breakdown in the usual relationships 
and lacking in imagination about how 
to remedy the situation, he seemed to 
welcome the formation of the local 
union, which now was providing lead- 
ership in the distraught community. 
Despite a few weak formal protests 
against this development, the manager 
soon afterward handed over the man- 
agerial function to the local union in 
an informal sense. No doubt, he hoped 
that the formation of the union would 
restore the tranquil equilibrium that 
the village had previously enjoyed. 
Since this backward-looking attitude 
took hold, the local union was com- 
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mitted to a course of preventing 
change, particularly of a_ technical 
nature, that would threaten the system 
that was “saved.” 

Two other local union developments 


“| during the 1930’s deserve mention. 
“| First was the growth of factionalism 
“| within the local. As soon as the man- 


ager abdicated his traditional functions 


“{ and the local union officials virtually 


' began to direct the work force, a strug- 


‘| gle for power within the village ensued. 


The significance of this development 
' for technical change at the mill was 


‘) that each of the factions vied to assure 


' avoidance of upsetting changes. For ex- 
ample, it was usual for one contending 
faction to claim that the other had 
“sold out to management.” Over a 
period of several years the political 
balance swung back and forth, with 
each faction alternately holding office. 
On the other hand, it should be noted 
that this process itself actually repre- 
sented a change in doing things in the 
village; however, this change, accom- 
plished somewhat unconsciously, was 
generally acceptable since it involved 
wide participation and control. 

A second development, which was to 
have fuller significance only after 
World War II, was the affiliation of 
the local union with the TWOC-CIO 
in 1937. When it was organized in 
1934, the local had received a charter 
from the A.F. of L. textile workers 
union (UTWA-AFL), which joined 
forces with the CIO in 1937 to set up 
the TWOC. However, in 1939, when 
the TWOC-CIO became the TWUA- 
CIO and several dissenting locals with- 
drew to re-form the UTWA-AFL, the 
X local union remained with the CIO 
organization. These associations with a 


“parent” organization, however, did 
not represent a sacrifice of independ- 
ence for the local. 
matter of convenient access to certain 
services and a general belief in the 
need for national organization that had 
prompted the local’s affiliation. In fact, 
except for drawing upon the routine 
services of the national organizations, 
the local officials jealously guarded 
against any participation by national 
representatives in dealings with the 
Company X management. 


It was more a 


However, for attempts to institute 
technical change, this local-national re- 
lationship was later to be of signifi- 
cance. From its inception, the TWOC- 
CIO (later the TWUA-CIO) held that 
the salvation of the wool goods industry 
lay in adopting advanced methods of 
production to safeguard the industry 
against competition and to avert large- 
scale disaster. The technological prog- 
ress advocated by the national union, 
of course, included demands for pro- 
tecting against layoffs and for sharing 
gains with the workers. In its early 
stages of development, the national 
union was hardly in a position to im- 
pose this policy upon the X mill local, 
except through a long educational 
process. But an opoprtunity came after 
World War II, when the Company X 
management proposed its technical 
change program. 


World War II Developments — 
A Lease on Life 


World War II witnessed three sig- 
nificant developments which formed 
the basis for accepting technical change 
at the X mill. First, a high volume of 
wartime production virtually saved the 
mill from liquidation. An extra lease 
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on life was given to the establishment 
after almost a decade of annual losses 
imposed by dull markets, relatively high 
labor costs, a stagnant technology, and 
unimaginative management. With the 
mill producing at capacity, the firm 
was able to recoup some of these losses. 
A second development concerned the 
union. Factionalism subsided, although 
the “outs” were not dead and buried 
by any means. It was a period of sta- 
bility; patriotic appeals turned the vil- 
lagers’ thoughts toward production, 
and there was less concern among the 
union membership about which faction 
would provide the greatest security. Ac- 
cordingly, throughout the five-year 
period 1941-45, the incumbent local 
union officials became entrenched. Still 
another aspect of the union situation 
lay in the growing influence of the 
national organization. During the war, 
organizing of wool workers was virtu- 
ally completed and bargaining assumed 
a “follow-the-leader” pattern, in which 
agreements concluded with the major 
corporations in the industry became 
the pattern for the rest of them. 
Finally, in 1943 ownership of the 
mill changed hands. At this time an 
enterprising group came into possession 
of the property and took a direct in- 
terest in the mill’s operations. The new 
ownership held that to make the mill 
profitable in the postwar period there 
must be modernization at the first pos- 
sible opportunity. However, for the du- 
ration of the war itself, there were no 
immediate attempts to effect technical 
changes. Rather, the owners concen- 
trated upon bringing new management 
personnel to the mill. These were 
younger and more technically trained 
men brought in from the outside. At 


an earlier time, such steps probably 
would have caused considerable con- 
cern among the villagers, who were} 
suspicious of newcomers. However, it 
appears that under wartime conditions: 
the managerial changes were accept- 
able to the work force on the whole.. 
Probably a major reason for this ac-- 
ceptance was that the local union of-: 
ficials by that time did feel secure in) 
their positions and saw little reason to) 
challenge the company on this score. 


Formulating a Technical Change 
Program 


Once the war’s end appeared fairly’ 
certain, the new management seized. 
the first opportunity to undertake im-- 
provements in the technical process. 
However, even though the new owner-: 
ship had come in on the assumption 
that it would make technical changes, 
no precise plans had been drawn up. 
This was understandable in view of 
the uncertainty of the war’s duration, 
lack of available equipment, preoccu- 
pation with day-to-day production 
problems, and efforts to integrate the 
new management personnel. However, 
soon after V-E day, in attempting to 
iron out a grievance over piece rates 
that arose in the mending room, man- 
agement unfolded a plan to the union 
for revamping the work-flow in that 
department, reassigning work duties, 
and revising base and piece rates. 

It soon became apparent that the 
plan for modernizing the mending 
operations had not been carefully 
prepared. The proposed change not 
only took the workers involved by sur- 
prise; but old fears of technical change 
immediately welled up, and manage- 
ment, despite the union-management 
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tranquillity of the war years, found 
itself confronted with resistance to 


ws} change that had been smouldering since 


the thirties. 

Nevertheless, the initial move to 
modernize the mill was not doomed to 
failure. In the first place, management 
did not insist upon exercising any 
“prerogatives.” To do so, it realized, 
would merely precipitate further bitter- 
ness and resistance. Instead, it was will- 
ing to entertain suggestions and objec- 
tions raised by the workers and the 
union. In the second place, the union 
did not take the flat position of refusing 
. to permit changes in the department, 
but specifically pointed out inadequa- 
cies in management’s proposal. It raised 
such questions as: How many workers 
would be required under the new sys- 
tem? What would be the effect on 
steadiness of work? Which jobs would 
be eliminated? Which workers would 
be laid off? What would be the ex- 
pected work-pace? What earnings could 
| +the workers expect to achieve? How 
| would the department be physically 
rearranged? 

Negotiations on this proposal and 
two more that were to follow within 
a few months were crucial for formu- 
lating effective procedures for handling 
changes throughout the mill. What en- 
sued in the mending case was a series 
of negotiations in which ample par- 
ticipation was afforded to the workers 
directly or indirectly affected. In the 
end (some five months later), after a 
series of trial operations, conditions 
were agreed upon which were satis- 
factory to the management, the union, 
and the rank-and-file workers. Each 
detail of the proposal was worked out 
in negotiation; gripes, complaints, and 


grievances were aired; neither party 
insisted that engineering exactitudes 
were sacred, but each recognized that 
human judgments, often guesses, were 
involved in many of the calculations. 
At times, it appeared that the negotia- 
tions would collapse over some small 
detail, only to be saved by further dis- 
cussion and persuasive argument by the 
negotiators. This was the deliberative 
process at its best. 

It may be queried at this point why 
the local union, with resistance to 
change as one of its bases of organiza- 
tion, agreed to consider the modern- 
ization of the mill. At least two factors 
may explain this change in attitude. 
First, the local officials were fully aware 
of the weak competitive position of the 
mill, although this was hardly enough 
to bring about full support of technical 
change. Of greater importance was 
that they felt reasonably secure in their 
leadership positions and thought that 
the local membership had entrusted 
them with a fairly wide latitude of 
judgment. Finally, on this point, the 
change was not imposed, even though 
instigated, by management. With the 
long series of negotiations, the general 
feeling was that the changes had come 
as much from the community itself as 
from management. 

The second factor was the growing 
influence of the national union. Pro- 
gressive in its outlook toward technical 
change, the national had encouraged 
management to modernize the plant. 
This encouragement received greater 
support at the local level than would 
have been the case before the war. For 
during the intervening years, the na- 
tional, by organizing the large bulk of 
the industry, by bringing union influ- 
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ence to bear upon national labor policy, 
and by developing expertness in the 
ins-and-outs of industrial relations, had 
come to represent a force which pro- 
vided protection for the local union 
and its membership against a seemingly 
hostile environment in general. This 
metamorphosis in the role of the na- 
tional had provided a more effective 
function than that which the local 
union exercised by itself prior to the 
war. For until that time the local, con- 
trived in independence and _ relative 
isolation, had been about the only chan- 
nel for letting the voice of the villagers 
be directly heard. Now the local alone 
needed no longer to serve this vital 
function. 

The mere settlement of the mending 
proposal, however, was not enough to 
signal a rush to install long-overdue 
technical changes in the mill. What it 
represented was a breaking-through of 
the crust of resistance and a bare out- 
line for procedural approaches to the 
problem. And, in fact, it was not long 


before management found it had 
burned its fingers by moving too 
rapidly. 


When by late summer of 1945 it was 
recognized that the mending room 
negotiations would lead to an amicable 
settlement, management turned atten- 
tion to two other departments. The 
first involved the installation of a new 
type of automatic equipment which 
would displace certain highly skilled 
hand operations (among the few in the 
plant). Unlike the mending room case, 
where the question of worker displace- 
ment was a minor one, this proposal 
meant elimination of some of the most 
senior workers at the mill. In putting 
forth its plan, management offered to 


transfer and retrain these men for 
comparably paid jobs in other depart- 
ments. But the men involved and the 
union, both at the local and national 
level, balked at the proposal. The union 
officials raised doubts about the level 
of expected production, work assign- 
ments, and work-flow. However, they 
offered a counterproposal which would 
lessen the shock of displacement. Then 
the differences were bargained out in 
much the same manner experienced 
for the mending proposal. Concessions 
were made by both parties, and a settle- 
ment was reached within a few weeks. 

Probably the most significant aspect 
of these negotiations was an implicit 
recognition by both the union and man- 


agement of a need to lessen the impact » 


upon the relationships of the men with- 
in the department and between this 


department and other departments. For — 


example, in its original proposal man- 
agement contended that most of the 
new jobs could be manned by unskilled 


workers. The union, however, insisted . 


that the incumbent workers assume 
these jobs without any reduction in pay. 
The issue was then compromised by 
retaining some of the men on the new 
jobs. Also, the union rejected a pro- 
posal to install a differentiating set of 
bonus rates among the jobs retained 
by the older men. The management 
agreed to this when it realized that 
earnings had always been about the 
same for these workers. The bonus 
was placed on a group basis, with all 
of the workers from the old classifica- 
tions sharing alike, despite differences 
in their job specifications. 

At about the same time, management 
also proposed forthright increases in 
work assignments for the spinners and 
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twisters without any wage increases. 
When the union insisted upon a share 
in the savings, management refused to 
compromise, that it was 
merely trying to raise workloads to 
competitive levels. In its opinion, there 
were no arbitrary engineering data that 
needed to be negotiated. Since work- 
load changes were arbitrable under the 
general agreement, the issue went to 


claiming 


arbitration. However, the arbitrator’s 
decision failed to settle the problem. 
Apparently realizing that an imposed 
judgment would not bring about har- 
monious accommodation of the parties, 
the arbitrator directed the negotiators 
to carry on additional trials and to con- 
tinue to bargain certain crucial points. 
The negotiators followed the edict, but 
no agreement was reached. At the end 
of the trial period, management held 
that the trials should continue until 
an agreement was attained; but the 
union and workers involved insisted 
that the original arrangements be re- 
stored pending further negotiation. 
Both sides became adamant, and that 
Christmas saw the mill in the strangle- 
hold of a strike and lockout. The seem- 
ingly successful approach that had 
achieved agreement in the two previous 
instances of change had suddenly come 
to grief. 

How was it that this impasse had 
occurred? Undoubtedly, the nature of 
the change had much to do with it. 
The proposal was simply to increase 
workloads without any share in the 
labor-cost savings going to the work- 
ers. Despite the argument of keeping 
abreast of competition, the proposal 
smacked too much of the earlier 
“stretch-out” days for the workers to 
accept. However, there was a differ- 
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ence between this attempt to increase 
workloads and an attempt made in 
pre-union days. It had been subjected 
to a deliberative process including an 
agreed-upon resort to an outside party 
for decision. The position of the arbi- 
trator himself in declining to put forth 
any clear-cut judgment was an indi- 
cation of the basic difficulties. With 
three major change proposals coming 
within a few months, the work force 
saw itself being subjected to a series 
of traumatic experiences with little 
breathing space for recovery in_be- 
tween. Resistance which might have 
been mitigated in other circumstances 
suddenly welled up. The arbitrator ap- 
parently recognized that in this situa- 
tion further mutual attempts were 
needed to work out basic procedures 
for handling technical change prob- 
lems generally rather than a specific 
decision. The stoppage itself signalled 
this lack and in this sense probably 
served a useful purpose. 

The direct outcome of the shutdown 
was a stocktaking process on manage- 
ment’s part to devise a more precise 
plan for introducing plant-wide tech- 
nical changes. After a compromise 
settlement was reached for the spinners 
and twisters —largely at the instiga- 
tion of state mediators and with an 
interpretation given by the arbitrator 
of his decision — management began a 
systematic examination of its plan. The 
first step was to engage a firm of con- 
sulting engineers to make a thorough 
survey of the plant’s condition and to 
recommend improvements in existing 
methods of operation. This step was 
undertaken with advance notice given 
to the union and the work force, from 
whom there were no serious objections. 
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When the engineers had completed 
their preliminary work of describing 
each job and making some suggestions 
for eliminating duplications and over- 
lapping of functions, management then 
consulted closely with the union on 
the approach it wished to follow for 
the making of technical changes. First, 
management proposed that the exist- 
ing equipment be overhauled to permit 
greatest efficiency. Second, it asked the 
union to aid in formulating a job 
evaluation program which would serve 
as a basis for setting wage relationships. 
Third, it proposed to install wage in- 
centives to compensate for “extraordi- 
nary” work effort at production stan- 
dards to be determined. If these steps 
were agreed to, management then 
proposed to proceed with technical 
changes, using the job evaluation pro- 
gram and production standard studies 
as the means for meeting wage and 
workload problems. 

The attitude of the union officials 
toward this plan was “‘to wait and see.” 
Late in the spring of 1946, manage- 
ment placed the job evaluation scheme 
before the local union for final ap- 
proval. Informally, it had been drawn 
up in consultation between the engi- 
neers, union Officials, and various key 
workers, so that management felt fairly 
confident that it would be accepted. 
However, at this point, the local union 
officials hesitated to give final approval, 
but turned to the national union re- 
search department for advice. 

When the national research office ex- 
amined the proposals, it advised com- 
plete rejection on the grounds that the 
plan was filled with arbitrary jude- 
ments of management, that it was not 
clear how the evaluations were really 


determined, and that, in principle, 
acceptance would mean the end of 
bargaining over job values. Research 
also warned against the probability 
that the plan would upset established 
wage relationships at the mill and con- 
flict with the existing wage pattern in 
the industry. 

Although management attempted to 
answer these objections, it did admit 
that the job evaluation plan was highly 
arbitrary in its nature and agreed to 
throw it out entirely. There were at 
least two reasons for this concession 
by management. First, to bicker over 
a job evaluation plan would delay the 
installation of what it primarily wanted 
— technical changes. Second, whether 
there was a formal plan or not, nego- 
tiations would have to settle relative job 
evaluations, and the task still remained 
for all parties to agree upon production 
standards. The major difference made 
by the union’s rejection was that man- 
agement was less free to proceed on its 
own accord to install changes. Each 
proposal for changes had to be ex- 
amined separately without the basic 
guides that management had proposed. 

To replace the job evaluation plan, 
it was mutually recognized that some 
set of principles had to be agreed upon 
to guide the settlement of issues arising 
in connection with any specific change 
proposed. Actually, this was what man- 
agement had been groping for. And 
this was what the union and the work- 
ers had been complaining about when 
the stoppage occurred. The job evalua- 
tion plan was just not good enough 
because it did not deal adequately with 
the issues with which the parties were 
fundamentally concerned—an_ ade- 
quate process for the joint determina- 
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tion of standards and conditions of 
work. 

Then in effect, the union, particu- 
larly the research office, took the initia- 
tive in suggesting principles for guiding 


_ change installation. In addition to de- 
“| manding full information on job de- 


_ scriptions 


and cost conditions, and 
advance discussion of all proposals, the 
union held that the following points 
should be observed: (1) a wage-rate 
increase for every increase in workload 
or production standard; (2) the right 
of the union to reject any proposal 
resulting in worker displacement; 
(3) the granting of severance pay to 
displaced workers if a proposal involv- 
ing displacement was accepted; (4) the 
right of the union to challenge any 
engineering data or other facts alleged 
by management to support a proposal; 
(5) the right of the union to reject 
any engineering or management con- 


999 


or “normal day’s 


pe) 


cept of a “fair day’s 
work; (6) the payment of average 
hourly earnings rather than base rates 
whenever working conditions deviated 
by more than a small percentage from 
agreed-upon specifications; (7) the use 
of trial periods and votes of acceptance 
of proposals before any change was 
permanently installed; (8) the option 
to discontinue wage incentives accepted 
for a given change when later changes 
were installed; and (9). independent 
negotiations of each proposal. 

That management took no issue with 
these stipulations, but anxiously agreed 
to them, indicated its strong desire to 
get on with its program and, at the 
same time, a recognition that the stipu- 
lations embodied the very issues that 
could plague any specific negotiation. 
By making these issues explicit, it was 


possible to deal with them effectively. 
Moreover, they appeared to allow con- 
siderable room for negotiating and bar- 
gaining. The only advance financial 
commitment — to be worked out in 
negotiation in detail— was the provi- 
sion for severance pay. Inasmuch as 
management contemplated an expan- 
sion in its capacity, it felt that this 
provision would not be too burdensome, 
since those displaced could be rapidly 
reemployed on other jobs. 

Shortly thereafter a severance pay 
provision was satisfactorily negotiated. 
The management now felt free to turn 
to specific technical change proposals. 
The long-sought preliminaries were out 
of the way. Two issues, however, did 
cause some delay at the outset. First, 
there was disagreement within the local 
union over whether all the changes 
should be negotiated first and then 
simultaneously introduced, or whether 
the installations should be made as the 
negotiations proceeded individually. 
The research office agreed with manage- 
ment on the latter approach on the 
grounds that the changes could be 
made more orderly and each change 
could profit by the experience of the 
preceding ones. This view prevailed. 
The second issue concerned the amount 
of cost and financial data the company 
should make available. Management 
held that it should include only those 
data pertaining directly to a proposal; 
the union insisted that the total finan- 
cial picture of the company, in its most 
intimate detail, should be disclosed. 
Conceding to the contention that such 
information was the private property 
of the stockholders, after some discus- 
sion, the union withdrew its point in 
favor of management’s. It was taken 
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on faith that the company was in 
financial straits. 


Change-by-Change Negotiations 


To recount the detail of the depart- 
ment-by-department changes installed 
during the succeeding two years would 
far exceed the space limitations of this 
article. In all, some twenty proposals, 
each usually covering a department, 
were examined during this period. 
Each was submitted in advance to the 
union for study; each was based upon 
time-studies that were carried on, once 
the existing equipment was overhauled 
for efficient operations; and the data 
upon which these studies were based 
accompanied each proposal. In addi- 
tion, each proposal included descrip- 
tions of the new jobs created or modi- 
fied from the old ones, the proposed 
schedule of wage rates (basic and in- 
centive), and expected earnings for 
the “average” worker. The last item 
also stated the proposed production 
standards. Finally, a proposal gave the 
number of personnel to be required 
per shift and the amount of worker 
displacement, if any, that would be 
involved. 

The negotiation procedure that fol- 
lowed for each proposal first entailed 
examination by the local union officers 
and workers involved and then a study 
by the national research office. When 
the proposal was returned with recom- 
mendations by research, it was again 
discussed with the workers directly 
involved and put to a vote. If the pro- 
posal passed through these stages suc- 
cessfully — and in most cases they did, 
or else were sent back to management 
for reworking — negotiations would 
then begin, ending in a tentative agree- 


ment to carry on a trial. Again, the 
trial conditions were submitted to the 
involved employees for approval. Then, 
at the end of the trial, negotiations 
for a final settlement would take place, 
which, if reached, would be submitted 
for a final vote of the workers. If no 
settlement was agreed upon, the trial 
would be extended for a period during 
which negotiations would be renewed. 
In the meantime, either party was at 
liberty to resort to arbitration. How- 
ever, in no instance did this occur, 
although a two-day impasse on the very 
last proposal made (during which the 
plant was closed down) was experi- 
enced. 


Some Results of the Program 


What results eventually accompanied 
this process? Productionwise, capacity 
was expanded to the target sought by — 
management. Although it is not clear 
how much this was attributable solely 
to an expansion of production facilities 
at the mill and to fuller utilization of 
existing equipment, it appeared likely 
that an increase in worker effort was 
at least partly responsible. With the 
increase in production, there was al- 
most no expansion of the work force. 
Obviously, productivity based on pro- 
duction per unit of labor time advanced 
with the increase in production. 

As for unit costs, however, calcula- 
tions signified that the wage-rate 
changes determined through the nego- 
tiatory process yielded little reduction 
in unit labor costs. In effect, then, the 
work force managed to gain almost the 
entire saving in labor costs that would 
have been achieved had there been no 
accompanying wage increases. It might 
be wondered whether any substantial 
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benefit devolved upon management 
for the enormous two-year effort 
poured into improving its productivity 
position. Actually, management did se- 
cure benefits through reducing unit 
overhead charges, and it appeared 
likely that in several departments, 
where changes were yet to reach their 
maximum operating efficiency, further 
Savings were to be realized. 

In addition, the negotiations pro- 
vided a wage structure that deviated 
little from the original. This was in 
sharp contrast to the structure pro- 
posed originally under the job evalua- 
tion program. Finally, displacement 
was held to a minimum of older work- 
ers, some women who wished to retire 
to housekeeping, and a few young 
workers who possessed no seniority. 

What happened to worker morale, 
internal relationships within the union 
and management organizations, and the 
union-management relationship itself? 
No easy summary of worker morale 
can be offered. Attitudes ranged widely, 
but, in spite of widespread griping 
among the workers and the villagers 
generally, antagonisms seemed to be 
overlined with a feeling that the 
changes themselves had brought bene- 
fits to the community. The antagonisms 
that did exist were not directly attrib- 
uted to the installation of changes but 
to actions of various personalities for 
allegedly failing to protect the full in- 
terest of those antagonized. On the 
whole, however, most of the partici- 
pants felt that the negotiatory, deliber- 
ative process had brought equitable 
results. 

Within the union structure, there 
was a further metamorphosis. In the 
midst of the technical change program, 


factionalism was revived to its fullest, 
and in the course of an election the 
former “outs” became the “‘ins.” This 
development considerably alarmed 
management, which believed that the 
new incumbents would set out to wreck 
the program. However, despite an in- 
crease in backbiting, this fear failed to 
eventualize to any serious degree. Ap- 
parently, turning out the local officials 
who had been in office for several years 
indicated a growing dissatisfaction on 
the part of the rank-and-file that too 
much influence had been yielded to 
the national organization. This was 
probably true, but as such it was not a 
protest against technical change, but a 
symbol of the local community’s at- 
tempt to reassert its traditional inde- 
pendence. For, once the reassertion was 
uttered, the process of deliberation re- 
mained virtually the same. The over- 
turn within the union had served pri- 
marily as a safety valve for releasing 
pent-up sentiments. 

The fact of the matter was, however, 
that the locus of decision making on 
issues concerning the local union had 
shifted in part to the national. But this 
shift was acceptable in that the na- 
tional was providing greater effective- 
ness in offering protection against a 
much wider environment than merely 
the behavior of management at the 
Company X mill. On the other hand, it 
should be noted that the national 
representatives were highly aware of 
this potentially difficult position and, 
attempted the 
greatest leeway to local participation in 


accordingly, to give 
decision making. 

Relations within the management 
structure also underwent change during 
this 


period. From a condition of 


40 CURRENT ECONOMIC COMMENT 


loosely-held authority, there was a 
tendency toward centralizing the deci- 
sion-making functions at the very top 
of the management hierarchy. Un- 
doubtedly, this led to an undermining 
of first-line supervision in dealing with 
the workers, but at the same time it 
served the purpose of making clear 
within management who had responsi- 
bility. This situation was almost com- 
pletely opposite to what had prevailed 
at the plant before the change in own- 
ership in 1943. For the working out 
of technical change problems, however, 
the development served to clarify man- 
agement’s position vis-a-vis the union. 
Moreover, with further evolution of 
this position, it would again become 
possible to delegate authority and re- 
sponsibility to subordinate members of 
management. But first it had been 
necessary to unify and elucidate man- 
agement policy and practice at the top. 

The resulting union-management 
relationship witnessed a fairly stable 
balance of the elements of conflict and 
cooperation. That there continued to 
be conflicting patterns of behavior can- 
not be denied, as, for example, the 
frequent attacks of the newly elected 
local union officials upon the motives 
of management in making technical 
changes. However, in general, the vari- 
ous groups found that they could lean 
upon one another both for survival and 
for mutual advancement of their ob- 
jectives. Management, which never 
questioned the need for a union in the 
village, had come to rely upon the na- 
tional to maintain a semblance of 
discipline within the local and to give 
serious consideration to the company’s 
competitive position in the industry. 
And, although antagonism continued 


to exist in the relationship between the 
local union and management, the local 
officers and, in general, the rank-and- 
file workers looked to the national 
organization for education and inter- 
pretation of management’s aims in 
undertaking the technical change pro- 
gram. At the same time, moreover, 
while depending upon the national for 
protection in the general political, 
social, economic 
there was a common belief that the vil- 


and environment, 
lagers themselves were as much respon- 
sible for working out the final detail of 
the technical change as was the na- 
tional union or the management. Al- 
though, as in most situations, conflict 
and cooperation existed side by side, by 
the time the technical change program 
at the mill was virtually complete, 
these evolving institutional relationships 
had succeeded in maintaining a state 
of equilibrium. 


What the Case Suggests 


What clues to resolving the human 
problems of technical change does this 
case offer? We do not pretend that the 
experience of the Company X mill 
furnishes any model of perfection. 
Neither was it the embodiment of com- 
plete harmony nor an example of overt 
conflict. Like the great bulk of labor- 
management relationships, it lay some- 
where in the middle of this continuum. 
It warranted no sensational headlines 
of industrial warfare, no glowing an- 
alyses of the “causes of industrial 
peace: 

On the environmental side, certain 
factors may be briefly mentioned as 
having been conducive to achieving 
agreement upon and compliance with 
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the installation of technical changes 
and their accompanying conditions. It 
seems reasonable to conclude that for 
the period studied the economic climate 
—full employment and rising money 
earnings — was a facilitating element. 
Likewise, by this time, harmony had 
been generated by such general pro- 
tections as those found in our social 
security programs. 

More importantly, within the wool 
industry itself, certain changes in in- 
stitutional relationships were exercising 
implicit influences upon the course of 
developments at the Company X mill. 
By the end of the war the great ma- 
jority of the workers in the industry 
were organized, and union-manage- 
ment relations were chiefly defined by 
negotiations between the major union 
and a few firms in the industry. Thus, 
in these “follow-the-leader” circum- 
stances, the basic labor agreement was 
virtually “given” to a mill such as X 
Company’s. Accordingly, the negotia- 
tors at the X mill were free to focus 
directly upon problems of technical 
change. Moreover, the participants had 
come to look to the environment for 
leadership. This general development, 
then, seemed to outline in advance 
some of the respective rights and func- 
tions of the participants in relationship 
to one another. For example, there was 
little question on either side that most 
elements of a technical change were 
subject to joint deliberation and col- 
lective bargaining. The spelling out of 
a set of guiding principles was itself 
a formal recognition of the relationship 
that had already evolved. 

Did the specific practices and pro- 


cedures themselves seem to facilitate 
the making of changes? Without being 
aware of the environmental and insti- 
tutional forces at work described above, 
it does not seem possible to offer an 
answer. That is, to recommend that 
there be a severance pay provision, ad- 
vance discussion, sharing of gains — 
or to detail any neat formula — be- 
comes but a vague guide for the task 
of avoiding the human problems of 
technical change. In other words, the 
exact techniques apparently fall within 
a wide range of possibilities, and the 
evidence in the X Company case seems 
to indicate that the most effective are 
those that reflect most closely the in- 
terrelationships of the basic institutions 
—in this case, the local union, man- 
agement, the national union, and the 
village community. In other cases, of 
course, the basic institutions could be 
different. 

To sum up, it is difficult to approach 
the human problems of technical 
change solely at the plant level. The 
evolution of institutional relationships 
can, as indicated in this case, carry a 
positive flavor for technological prog- 
ress. However, this evolution is rooted 
in the whole social and political com- 
plex of modern industrial society, not 
merely in the plant. Accordingly, a 
first clue to resolving human problems 
of technical change, like other prob- 
lems in human relations, may lie in giv- 
ing voice in decision making to the 
society’s participants through institu- 
tions of their own making that serve 
in their interactions with one another 
to preserve a dynamic equilibrium and 
advance their respective interests. 
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Growth of Self-Service Meat Retailing 


DURING THE postwar years the self- 
service retailing of fresh meat has ex- 
panded substantially. According to 
figures compiled by Armour and Com- 
pany, self-service meat departments 
grew from 15 in 1945 to 1,983 in 1950.* 
This expansion has been the subject of 
numerous investigations by students of 
the meat industry. Such questions as 
the effect of this development on costs 
of meat retailing have been considered. 
Many of these questions cannot be 
answered with any degree of certainty, 
because of the difficulty of obtaining 
valid comparable data from stores. Too 
few stores installed the method in its 
early years to enable a student of the 
subject to reach any well-grounded 
conclusions on the historical trends of 
costs or on the effect of the new mer- 
chandising development upon employ- 
ment. 


Attempts to Measure Consumer 
Reaction 


One of the first interests of investi- 
gators had to do with determining con- 
sumer reaction to the innovation. Prac- 
tically all those who studied self-service 
meat retailing included a treatment of 
this aspect. Many of these surveys were 
conducted by industries affected by the 
development, and the information re- 
leased by the sponsoring companies was 

*Sam Teitelman, “Self Service Meat Re- 


tailing in 1950,” Journal of Marketing XV 
(January, 1951), 309. 


insufficient for any meaningful evalua- 
tion of the results. Other surveys, made 
by students, did not employ any recog- 
nized device to achieve a random 
sample and/or did not include enough 
information on the questionnaire and 
interviewing which had 
been used to permit any significant in- 
terpretation of their findings. The one 
survey made by the United States 
government accepted retailer opinion 


techniques 


of consumer response as the measure 
Generally | 
speaking, the principal objective of 
most of these studies was to obtain con- 
sumer opinion of the innovation. 


of consumer acceptance.” 


In view of the limitations observed 
in these prior studies, the writer de- 
cided to conduct a consumer survey 
with the objective of determining 
whether consumers who accepted the 
innovation differed significantly in 
certain characteristics from those who 
did not accept it. A housewife was as- 
sumed to have accepted the innovation 
if she purchased more than half her 
fresh meat at a self-service meat de- 
partment. The attributes studied were 
selected on the basis of a careful in- 
vestigation of the meat-buying habits 
of consumers. 

The information obtained by such a 
survey should be useful to merchants 
who are considering conversion to self- 
service, as well as to students of the 

*A. T. Edinger, et al., Retailing Pre- 


packaged Meats (Washington: Government 
Printing Office, 1949). 


[ 42 ] 


Ty Ye weee oy 


meat industry. This article makes no 
attempt to project the results of this 
purely local survey to other areas, al- 
though it is probable that what is true 
_ of the community studied may, to some 
extent, apply to similar communities 


ie elsewhere. 


The Community Used for the Study 


In 1950, Champaign-Urbana, IIli- 
nois, had a population of 62,404.3 
These twin cities, the home of the Uni- 
versity of Illinois, are located in the 
east central part of the state. There 
are five self-service meat departments, 
operated by two chains, in the com- 
munity, but they are grouped in such 
a way that most of the city (74% of 
the total number of blocks) is more 
than five blocks from any self-service 
store. This fact made possible a study 
of the effect of distance and grouping 
of stores on acceptance of the innova- 
tion. A good distribution of households 
among geographic areas was obtained 
by a random selection from the popu- 
lation. 

The stores studied varied somewhat 
in type of trade and internal layout. 
Within three blocks of three of the 
stores there were conventional meat 
departments of comparable size and 
handling meats of comparable quality, 
and near the other two there were 
small neighborhood stores. The fact 
that four of the self-service meat de- 
partments in the city had been con- 
verted to that type within a six-month 
period in 1949 limited the study of the 
effect of time upon acceptance of the 


innovation. 


0° wn 


° Champaign-Urbana News Gazette, June 
15, 1950, p. 3. 
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Techniques of Analysis 


By the use of random numbers, 447 
households were selected from a cor- 
rected address list of the 1949 Cham- 
paign-Urbana city directory. These 
households were found to be reason- 
ably well distributed geographically. 
From the original sample 432 schedules 
were completed. At four households no 
one was ever found at home, and 
representatives of three others refused 
to be interviewed. Members of 75 
households were interviewed on the 
third or later call. The addition of 
these households did not change the 
results of the survey. 

The questionnaire was tested by 
means of a pilot survey. The sample 
for the pilot study included a diver- 
sity of income, occupational, and social 
classes, as well as of persons who lived 
at various distances from self-service 
meat departments. 

Interviewing was done by students in 
the advanced market research class at 
the University of Illinois with the help 
of three staff members from the Bureau 
of Economic and Business Research. 
The students had had experience in 
interviewing and were trained in the 
techniques of the National Opinion 
Research Center. Two class periods 
were devoted to the briefing of the stu- 
dents so that all interviewers would 
operate in the same manner. The ac- 
tual interviewing was done in March 
and April, 1950. 

The questionnaires were edited by 
the writer of this article, with a view 
to detecting any contradictions, incon- 
sistencies, illogical answers, or other 
deficiencies that might invalidate a 
schedule. Comparisons were made of 
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schedules completed by the same in- 
terviewer to note similarities among 
schedules and any incongruities be- 
tween a respondent’s background and 
her answers. Eight schedules were dis- 
carded because of some inconsistency. 


Summary of Findings 

Of the respondents, 34 percent indi- 
cated that they bought most of their 
fresh meat at a self-service meat de- 
partment; 45 percent at a single service 
meat department; 11 percent at two or 
more meat departments or markets; 
and the remaining 10 percent either 
half and half at service and self-service 
meat departments (four out of forty- 
four cases), or else at no meat depart- 
ment or market in the twin cities. 

The method of analysis was intended 
to test the hypothesis that a particular 
characteristic of consumers was asso- 
ciated with acceptance of the innova- 
tion. Reliance on the trustworthiness of 
this hypothesis was not taken to indi- 
cate an assumption of causation but 
rather as a suggestion that the degree 
of association was greater than could 
be expected as a result of chance varia- 
tions in sampling. 

The distance of a household from a 
store was not found to be related to 
acceptance of the innovation, but the 
total number of self-service meat de- 
partments in a geographic section of 
the city apparently had a definite bear- 
ing on consumer attitudes. The greater 
the number of such departments in any 
geographic section, the more house- 
holds were found that purchased most 
of their fresh meat in these depart- 
ments. 

There seemed to be no relationship 
between family income and acceptance 


of self-service meat purchasing. This. 
statement cannot be accepted as con- 
clusive, however, because of the diffi-. 
culty encountered in obtaining infor- 
mation about incomes. Fifty-four of the 
respondents either refused to tell the 
interviewers the amount of their family 
income or else said that they did not 
know what the husband’s income was. 
Whether the respondents who did 
answer the question were entirely ac- 
curate in their replies may be open to 
question. 

Each housewife was asked how much 
experience she had had in keeping 
house. It was found that the women 
who had less housekeeping experience 
accepted the innovation more readily. 

The method of shopping was founc ~ 
to be related to the acceptance of self- 
service. The principal factor influenc- 
ing this relationship was the practice 
of shopping by telephone — a natural 
finding in view of the fact that none 
of the self-service departments accept 
telephone orders. When telephone 
shoppers were excluded from the 
sample, no relationship was found be- 
tween method of shopping and accept- 
ance of the innovation. 

Persons who lived in the Campus 
area of the community were found to 
be no different in their acceptance of 
the innovation from persons who lived 
at similar distances from self-service 
departments in other sections of the 
city. In previous shopping-habit surveys 
this section of the community had been 
omitted because of the assumption that 
it differed significantly. 

The hypothesis that women who 
traded at self-service stores were more 
favorably inclined toward self-service 
than those who traded at service stores 


REACTION TO SELF-SERVICE MEAT MARKETING 45 


was tested and accepted. Thus, those 
who were in the habit of trading at 
self-service stores were doing so for 


‘} reasons other than necessity. 


No relationship was apparent be- 
tween size of family and self-service 
meat buying. 

Forty-six respondents who bought 
most of their fresh meat at stores of the 
conventional type indicated that they 
had had no experience with the inno- 
vation. This was true in spite of the 


'fact that most people liked to know 


about “something new,” and that the 
largest supermarkets in the city had 
converted to self-service. 

Forty-seven persons told interviewers 
that they did not buy half of their fresh 
meat at any one store; these respond- 
ents were classified as “shoppers.” 
Their reasons for dividing meat pur- 
chases were given as price and/or 
quality and convenience. Thirty-seven 


‘| of the number were price and/or 


quality shoppers, who bought where 
they could find the best bargains or 
who bought certain kinds of meat at 
certain stores. Sixteen of this group 
liked the innovation; fourteen both 
liked and disliked it; thirteen did not 
know enough about the plan to express 
an opinion; and two did not answer 
the question. Only four had charge ac- 
counts at stores which handled meat 
in the conventional manner. 

Forty of the households in the sample 
obtained most of their supply of fresh 
meat from sources other than the meat 
markets and departments of the city. 
Twenty-nine of these had _ private 
sources of meat and either bought their 
meat from farmers in the vicinity or 
owned farms themselves. Five house- 
holds obtained most of their supplies 


of fresh meat from dealers in other 
towns. 


Reasons Given for Buying Practices 


The respondents were asked why 
they purchased most of their fresh meat 
at one store, if they said that they fol- 
lowed that practice. Eighty-three per- 
cent of the self-service customers gave 
reasons associated with the convenience 
of the store: near home, near work, 
buy groceries there, buy produce there, 
and parking facilities; whereas only 52 
percent gave this type of reason for 
trading at a service store. Of the latter 
group, 10.2 percent said that they 
bought at a service store because their 
purchases were delivered. 

Of the self-service customers, 16 per- 
cent indicated acquaintance with some 
of the store personnel as a reason for 
their patronage; 25 percent of the 
service customers gave such acquaint- 
ance as a reason. Two-thirds of the 
self-service patrons gave certain ad- 
vantages of the meat departments — 
complete selection, quality, and the 
self-service feature—as reasons for 
their trading at these stores. Similar 
reasons for trading at service meat de- 
partments were given by 64 percent of 
the patrons of conventional stores. Of 
the self-service patrons, 14 percent 
mentioned self-service as one of the 
reasons for trading at a particular 
store. A like percentage said they pre- 
ferred the self-service meat depart- 
ments because of the complete selection 
available there. Nine percent of the 
service store customers gave complete 
selection as their reason. 

Price was given as a reason for trad- 
ing at the two types of store by about 
the same proportions of service and 


46 


self-service customers. The quality of 
the meat sold was given as an impor- 
tant reason by 26 percent of the self- 
service customers. A much higher pro- 
portion, 45 percent, gave quality of 
meat as their reason for trading at a 
particular service store. 

The interviewers were told not to 
suggest answers to respondents, but 
rather to let them talk freely about 
their reasons for buying at a certain 
store. Categories were provided for 
classification purposes. The conclusion 
reached by the writer was that self- 
service was a relatively unimportant 
reason for trading at a given store. 


Influence of Innovation on 
Shopping Habits 

Very little evidence was found of 
any change in shopping habits because 
of the introduction of the new method 
of selling fresh meat. The respondents 
were asked whether they had changed 
the place where they bought most of 
their fresh meat in the six months pre- 
ceding the survey. Of the twenty-one 
who had made a change, only three 
mentioned self-service as a reason. 

One-fourth of those who were pur- 
chasing most of their fresh meat at a 
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self-service meat department expressed 
a dislike for the innovation. Their dis- 
like, however, was not great enough to 
change their shopping habits. Reasons 
for buying meat a particular store 
seemed to be strong enough to offset 
any dislike for the new method. Slightly 
more than a third of the sample ex- 
pressed a dislike for the innovation, 
but one-fourth of them bought most of 
their fresh meat at a self-service meat 
department. Stores that converted to 
self-service lost very few customers. 
Only 49 of the households in the 
sample maintained charge accounts at 
stores where meat was sold. Seven of 
these bought most of their fresh meat 


self-service, even though they carried | 
charge accounts at conventional stores ” 


No self-service store sold on a credit 
basis. 


On the basis of this study, the writer _ 


concluded that no significant charac- 
teristics could be found by which self- 
service customers and service customers 
could be distinguished. The main prob- 
lem for meat dealers who are consider- 
ing converting to the new method 
seems to be one of the internal oper- 
ating efficiencies, rather than fear of 
unfavorable consumer reaction. 


The Shanghai Market Under Hyperinflation* 


Pao-CHuNG Ma YANG 


a) IN THE history of the Chinese monetary 
system, Fapi, the legal tender currency 


a of the Nationalist Government, was 


the most progressive. It contributed 
greatly toward building up national 


4} resistance against the Japanese ageres- 


sion. As a result of World War II, 
however, and more recently of the 
Chinese civil war, this currency suf- 
fered from an 
During the period of the war against 
the Japanese, 1937 to 1945, the infla- 
tionary movement was rather moder- 
ate; but in the years 1947 and 1948 
the nation reached the stage of hyper- 
inflation. On August 19, 1948, the Fapi 
in order to 


increasing inflation. 


currency was reformed 
stabilize the national economic situa- 
tion. Lately, the reformed currency 
collapsed as a result of the successful 
Communist advances. 

This article deals with the years 1947 
and 1948, during which the hyperin- 
flation of the currency was appar- 
ently the most important economic 
phenomenon. Because of the complex- 
ity of economic factors involved, it will 
attempt only to interpret the relation- 
ships among interest rates, commodity 
prices, and stock prices in the Shanghai 
market at that time. 

It should be pointed out that the city 
of Shanghai is the center of economic 
activities in China. Most of the modern 
industries, business firms, and banking 
institutions are concentrated in this 
area. Along with its geographical pre- 

* Based on research for a graduate course 


in economics at the University of Illinois, 
1950-51. 


eminence, the city provides the largest 
market in the nation. 


Analysis of Commodity Prices 


So far, China is not an industrialized 
country. Most important commodities, 
such as steel and machinery, are im- 
ported. The manufacture of textiles is 
the leader among the large industries in 
China. Its output goes not only to sup- 
ply domestic consumption but also for 
export to other Asiatic countries. Most 
of the textile factories are located in 
the Shanghai area. Consequently, the 
market for cotton products is the larg- 
est in Shanghai, as well as in all China. 
The second largest market in Shanghai 
is the grain market. Since China, par- 
ticularly the provinces in the neighbor- 
hood of Shanghai, is a rice country 
the chief commodity in the grain 
market is rice. 

During the wartime and _ postwar 
years, foreign exchange was tightly con- 
trolled by the government. An arbitrary 
exchange rate was fixed on the foreign 
purchasing power of the currency. 
Nobody knew the real value of the 
foreign purchasing power. On the other 
hand, in the face of constant inflation 
it was rather difficult to determine the 
real value of domestic purchasing 
power. Because rice and cotton prod- 
ucts dominated the Shanghai market, 
it is probable that fluctuations in the 
market for grain and cotton products 
served as an indicator of the economic 
situation, as well as of the domestic 
purchasing power of the currency. 

In so far as domestic purchasing 


[47] 


48 CURRENT ECONOMIC COMMENT 


power was concerned, fluctuations in 
commodity prices went along with the 
depreciation of the currency. However, 
because of the decline in the purchas- 
ing power of the people the prices of 
various commodities fluctuated very 
erratically; costs of the necessities of 
life, such as food and fuel, for example, 
rose much more rapidly than did those 
of luxury goods. Meantime, because of 
the decrease in production the inflation 
in commodity prices was greater than 
that of the currency. 

A brief account of the effect of fluc- 
tuating commodity prices on the 
national currency and on the supply 
of commodities, in the years 1947 and 
1948, is presented as follows: 

Inflation of Currency. By adopting a 
policy of issuing currency, the govern- 
ment created purchasing power which 
was actually shifted from the whole 
nation. If there was no change in the 
amount of goods in the market, and 
also if the deposits in the banks were 
not withdrawn to become idle capital, 
commodity prices were likely to rise at 
the same rate by which the currency 
was inflated. These assumptions were 
applicable so long as the inflation was 
rather slow in the earlier stage of de- 
preciation from 1938 to 1940. 

In the 1947-1948 period of hyperin- 
flation, however, the national savings 
had been withdrawn from the banks 
and formed a huge amount of idle 
capital, which was engaged in the com- 
modity market, as well as in other local 
markets. Hence, the total buying power 
then active in the local market would 
include the paper money which had 
been issued, together with the idle 
capital withdrawn from the banks. As 
a consequence, prices were inflated 


several times as much as the paper’ 
money. 

The following tabulation summarizes 
the amounts of currency issuance and 
of savings deposits in banks for the pre- 
war year 1936 and the month of Oc- 


tober, 1947: Billion Fapi Dollars 
October, 
1936 1947 
Issuance of Currency 1.7 34,000 
Savings deposits in 
baniks es -aeesea ee 4.0 4,000 


If it is assumed that the savings de- 
posits withdrawn from the banks in- 
creased in the amount of currency they 
represented at the same rate as that at 
which the currency was being inflated 
the buying power active in the loca: 
market in October, 1947, in terms of 
paper money, might be computed as 
follows: 


34,000 
=~ X (1.7 + 4.0) — 4,000 = 


110,000 billion Fapi dollars 


If the supply of commodities remained 
unchanged, at the end of October, 
1947, commodity prices would be in- 
a or 65,000 

iy 
times the 1936 level. As a matter of 
fact, commodity prices increased to 
about 100,000 times the 1936 figure. 
This may have resulted from the fact 
that commodity supplies were substan- 
tially cut down either during the war 
or in the postwar years. 

It is evident that the rate of inflation 
of the currency does not measure the 
rate of commodity price increases, since 
in the period from 1936 to 1947 the 
currency was inflated to about 20,000 
times the figure for the earlier year, 
whereas the rate of inflation for com- 


flated approximately 
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modity prices was approximately 
100,000 times. 

Supply of Commodities. During the 
war farming operations suffered a con- 
siderable decrease. Many young people 
left the farms either to be drafted or to 
go to cities where they expected to find 
jobs. Consequently, agricultural pro- 
duction was cut down considerably. In 
prewar times, the country’s food sup- 
| plies were as a rule self-supported. 


»| More recently, however, the nation has 


faced a serious shortage of foodstuffs, 
' the prices of which advanced at a 
much more rapid rate than those of 
other commodities. 

In the manufacturing industries dif- 
ficulties occurred either in operating 


‘| the plants or in marketing the products. 


Because the bookkeeping accounts had 
to be kept in terms of legal currency, 
it was very hard to compute manufac- 
turing costs while the paper money was 
undergoing a process of inflation. As a 
result of the shortage of raw materials, 
the shrinkage of markets, and the de- 
cline in national buying power, the 
market price of finished goods was 
usually lower than the cost of produc- 
tion. Diminishing returns on industrial 
investments caused manufacturers to 
curtail their output in order to mini- 
mize the constant losses. Thus the sup- 
ply of commodities was gradually de- 
creased. 

In so far as commodity prices are 
concerned, they will rise 100 percent 
if production is decreased by 50 per- 
cent. It has been pointed out that in 
the period of hyperinflation in China 
the likelihood was that prices would 
rise to about 65,000 times the 1936 
figure, in conformity with the rate of 
currency inflation. Actually, they rose 


to approximately 100,000 times the 
base figure. If the curtailment of pro- 
duction was the result of the additional 
inflation of commodity prices, the sup- 
ply of commodities was likely decreased 
by about 35 percent in 1947, as com- 
pared with the prewar level. No statis- 
tical information is available as to the 
volume of production for the specific 
period in question. However, it is very 
probable that the general output of 
local industries approximated the as- 
sumed level after curtailment. 


Analysis of Interest 


In determining the amount of in- 
terest, there are four important factors: 
(1) the amount of the principal, 
(2) the rate of interest, (3) the period 
of the loan, and (4) the frequency of 
compounding. The amount of the 
principal and the time for which it is 
loaned are decided by the lender. The 
rate of interest and the frequency with 
which it is compounded, on the other 
hand, are dominated by the fluctua- 
tions in the interest market. 

In the prewar years the common 
practice was for interest to be com- 
pounded semiannually. When inflation 
began in 1938, compounding periods 
became shorter and shorter, decreasing 
to one month, ten days, three days, and 
finally to a single day. 

In 1947 and 1948 most major com- 
modity transactions were carried on by 
using gold bars as the medium of ex- 
change; the balances were cleared by 
using paper money. Hence, the loan- 
able funds available in the money 
market consisted of the daily balances 
in the business accounts of local firms. 
It was not unusual for the duration of 
a loan and the period of compounding 
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to be only one day. If the rate of inter- 
est was increased, and the frequency 
of compounding accelerated, the total 
amount of a unit principal and its ac- 
cumulated interest was likely to parallel 
the trend of the commodity price 
index. 

It is very probable that the frequency 
with which interest was compounded 
was closely related to the velocity of 
money circulation If prices were in- 
flated very rapidly, the currency cir- 
culation would be _ correspondingly 
speeded up. It has been noted that in 
October, 1947, a piece of paper money 
was used in transactions about sixty 
times—in other words, the paper 
money was held by one person for only 
half a day. 

If the rate of interest was 30 percent 
a month, and the interest was com- 
pounded daily, at the end of one year 
the amount of a unit principal and its 
accumulated interest would be 


1.00 * (1.01) 28 = 37.2 units 


Hence, the accumulation of interest 
would compensate the depreciation of 
the currency if the price index in- 
creased 37.2 times during the same 
year. 

In daily usage, interest is actually 
connected with the current supply and 
demand of loanable funds. At any 
moment when the supply of loanable 
funds exceeds the demand for them 
the rate of interest will decline. Dur- 
ing the period of inflation demand and 
supply of loanable funds were more or 
less related to the fluctuations in com- 
modity prices. The periodic fluctuation 
of interest rates with respect to com- 
modity prices was likely to pass through 
five stages. 


(1) Because of the prejudice against 
paper money, the excessive profit 
caused by depreciation of the currency 
was the prime motive in supply and 
demand of loanable funds. Thus fluctu- 
ations in commodity prices usually pre- 
ceded changes in interest rates. 

(2) While commodity prices were 
rising to a new higher level, demand 
for funds was also increasing in the 
money market. However, it was more 
profitable to buy commodities than to 
lend the money for interest. The exces- 
sive demand in the money market 
brought about an advance in interest 
rates. As interest rates increased, the 
cost of production rose accordingly. 
The rising cost of production in turn 
caused commodity prices to increase ~ 
further. 

(3) The excessive demand accom- 
panied by the shortage of supply re-— 
sulted in a very tight state of the money 
market. Temporary rollbacks of com- 
modity prices occurred when holders 
of goods would sell part of their hold- 
ings to recall some of their funds in 
order to profit from the credit inflation. 

(4) If demand and supply were in 
equilibrium in the money market, in- 
terest rates might be stable for a brief 
period. 

(5) As the result of commodity price 
rollbacks, as well as of a decreasing 
demand for loanable funds, the money — 
market might be temporarily oversup- 
plied. Interest rates would then fall 
from their peak level to a lower one, 
and commodity prices might recover 
accordingly. 

The periodic fluctuations of inter- 
est rates with respect to commodity 
prices are portrayed graphically in the 
accompanying chart, in which the vari- 
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Periodic Fluctuation of Interest Rate with Respect to Commodity 
Price, November 10 to December 20, 1947 
STAGE OF FLUCTUATION 


! a 3 


COMMODITY PRICE—a 


INDEX OF COMMODITY PRICE 


INTEREST RATE 


i 15 20 
NOV. 1947 


ous sections represent the stages de- 
scribed in the preceding paragraphs. 
Original data on which the chart is 
based were taken from Shanghai daily 
newspapers. 

At the time of the most sereve hy- 


t perinflation, the term of a loan was 


only one day. The loan might be called 
in the next day. Everyone knew that 
the purchasing power of the paper 
money was depreciating minute by 
minute. Hence, if a loan was to be 
made the lender would ask for a rate 
of interest sufficiently high to compen- 


sate the depreciation of the currency. 


If the market rate for interest was 
lower than the expected rate for com- 
pensating the depreciation, the lender 
would keep the money in commodities. 
Thus equilibrium of demand and sup- 
ply was of minor importance in de- 
termining the interest rate in the money 
market. The interest was likely to be 


35 


C235 


20 
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DEC. 1947 


the premium for compensating the de- 
preciation of the paper money. 


Relation Between Commodity Prices 
and Interest Rates 


Since commodity prices fluctuate 
with respect to time, it is logical to 
consider the time factor in making 
comparisons between commodity prices 
and interest rates. It has been previ- 
ously noted that the amount of a 
principal and its accumulated interest 
is a function of time, whereas the rate 
of interest is independent of time. 
Hence, it is feasible to interpret the 
relation between the index of com- 
modity prices and the total amount of a 
unit principal and its accumulated in- 
terest. The table on page 52 shows 
these relationships for the week of 
August 3 to 10, 1947. 

This table shows that the index of 
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Comparison of Interest Rate, Commodity 
Prices, and Total Amount of Unit 
Principal and Accumulated Interest 


Index of 
Daily 
Bis ee Commodity Total 
prices amount 
August 3 1.9% 1.00 1.00 
4 BS) 1.01 1.02 
5 1) 0.98 1.04 
6 od! 1.04 1.06 
qi 1.6 1.10 1.08 
8 eS ieyAll 1.10 
9 5) lami alee! 
10 15) 1.14 TS 


commodity prices rose about 14 per- 
cent during that week. If a unit prin- 
cipal, in terms of paper money, had 
been loaned in the money market on 
August 3, the total amount of the prin- 
cipal interest 
compounded to August 10 would be 
ale Thus the loanable fund 
would have apparently returned a 
profit of about 13 percent in paper 


and its accumulated 


units. 


money. However, the currency had de- 


preciated from its base figure on 


August 3 to 7 or 0.877, on August 


10. The purchasing power of the total 
amount would then be 1.13 X 0.877, 
or 0.991 units. Evidently the loan actu- 
ally incurred a loss, when the purchas- 
ing power of the currency is taken into 
account. Since the lender would be 
repaid only 99.1 percent of the prin- 
cipal he loaned, in terms of the depre- 
ciated purchasing power, he might be 
said to have received interest for the 
week at a rate of —0.9 percent. 
Because a rise in commodity prices 
usually preceded an increase in the 
interest rate, at the initial stage of a 


tide of inflation the interest rate with 
respect to purchasing power would! 
have a negative value. The index of! 
commodity prices would be greater 
than the index of the total amount of 
a unit principal and interest. When 
commodity prices were being rolled! 
back or temporarily stabilizing, the: 
interest rate in terms of purchasing 
power would become positive in value: 
as the amount of interest grew over a. 
period of time. It is not very likely’ 
that in the long run the rate of real 
interest, with respect to purchasing; 
power, would prove to be negative in. 
value. | 


Diminishing Returns on Industrial 
Investments 


The profits on an industrial invest- 
ment are achieved through a series of 
operating processes: purchase of raw 
materials, manufacture of product, and 
sale of product. The difference be- 
tween the sale price of the products 
and their cost of production is of vital 
importance in measuring the amount 
of profits. When the economic situation 
shows a high degree of stability, the 
sales price usually exceeds their cost 
of production. Consequently, invest- 
ment is advantageous and results in 
profits in the form of interest and 
dividends. 

When prices rise, “book-value” 
profits are vastly increased. Because 
paper money is depreciating, the prices 
of finished goods are generally much 
higher than their initial cost of produc- 
tion. However, as manufacturing proc- 
esses are continued, costs of production 
will come to be far greater than the 
current prices of the finished goods. For 
example, the manufacturing process in 


the textile industry is likely to consist 
‘of four major stages: (1) obtaining 
} ©aw cotton; (2) spinning cotton yarns; 
(3) distributing textile products to 
‘) dealers; and (4) selling the products 
to consumers. Each stage of the process 
requires about one week for comple- 
tion. Hence, the return of capital 
should come about a month after its 
investment; that is, the profit should 
be available one month after the capi- 


“) tal was invested. 


When economic conditions are fairly 
stable, the profit might be predicted in 
advance on the basis of a comparison 
between current costs of production 
and current sales prices for finished 
goods. During a period of inflation, the 
depreciation of paper money would 
tend to diminish prospects for future 
profits. The depreciation of the cur- 
rency will customarily counterbalance 
‘| the expected profits. The following 
tabulation the fluctuation 


shows in 


af prices of raw cotton and cotton yarns 


in a single month: 
Index of Price 


Raw Cotton 


Date cotton yarns 
' November 5, 1947...... 1.00 1.00 
‘| December 5, 1947-5). 22% ee ee es 


This tabulation indicates that “book- 
value” profits, in terms of paper moncy, 
for one month — the period needed for 


a single complete process of textile 


_ manufacturing — would be about 35 
percent. But in that period the price 
+ of raw cotton has risen approximately 
- 37 percent. Thus, by selling one unit 
of the finished goods produced from 
one unit of the initial raw cotton the 


manufacturer would obtain or 


. 


1.35 
1.377 
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0.986 unit of raw cotton, for the con- 
tinuation of his operations. Hence, the 
apparent profit on the investment turns 
out to be a negative value; in a single 
round of production the investment 
has in fact lost about 1.4 percent of the 
capital. 

One of the major economic features 
characteristic of a period of inflation 
is this diminishing return on industrial 
investment. Three vitally important 
factors should be considered in predict- 
ing the profits of industrial firms, and 
also in measuring the degree of dimin- 
ishing return on investment. 


1. Cost of Production. In ordinary 
industrial manufacturing, costs of pro- 
duction may be conveniently divided 
into two categories: (a) costs of raw 
materials; and (b) manufacturing ex- 
penses, the latter consisting of wages, 
interest, depreciation allowances, and 
all other operating expenses. 

The cost of raw materials is usually 
the predominant factor in the cost of 
production. It is not uncommon that 
the same kind of raw material may 
meet the requirements of several types 
of industry, whereas the finished goods 
are usually consumed by some particu- 
lar buyer. If the relationship between 
demand and supply is applied in de- 
termining the price of commodities, the 
cost of raw materials might advance 
much more than the price of the 
finished goods. Moreover, as a result 
of inflation the income and wealth of 
individual consumers may decline sig- 
nificantly, and their purchasing power 
may drop accordingly. The difference 
of price inflation between raw ma- 
terials and finished goods will thus 
become much more acute. In order to 
maintain their operations, manufac- 


turers have to buy raw materials despite 
the increased prices. They assume that 
their increased costs of production may 
be offset by sale of the finished goods 
at a higher price level. During a period 
when commodity prices are being in- 
flated, therefore, raw materials take the 
initiative and finished goods follow 
correspondingly. 

At the earlier stage of inflation wages 
were adjusted in accordance with the 
cost-of-living index, which was based 
on the average price of some important 
commodities in the preceding month. It 
should be noted that fluctuations in 
commodity prices always precede fluc- 
tuations in the cost-of-living index. 
That is, the monthly cost-of-living 
index usually lags behind the com- 
modity prices. When, in the stage 
of hyperinflation, the differences be- 
tween the two became highly signifi- 
cant it was not practicable to use a 
monthly cost-of-living index — not 
even a weekly one—in determining a 
wage formula. Industrial firms had to 
pay the wages of their employees in 
the form of living necessities, such as 
foodstuffs and clothing, the prices of 
which were far more highly inflated 
than those of ordinary industrial prod- 
ucts. The increasing wage rates be- 
came a constant problem for these 
firms. 

When a depreciation of currency is 
taking place, most industrial firms find 
themselves seriously short of capital for 
carrying on their operations. They 
have to borrow money and pay inter- 
est on the loans. Thus, the payment of 
interest is a heavy burden for them. 
Many firms suffered bankruptcy as a 
result of their constant losses from pay- 
ing interest. 
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2. Price of Finished Goods. Com- 
modity prices were generally inflate 
in the following order: raw materials, 
partly finished goods, finished goods, re 
fined goods. 

The differential rate of inflation in 
the Shanghai market depended largely: 
on the market consumption of indi 
vidual commodities. The market fo 
cotton yarns consists of not only the 
Chinese mainland but also the majority; 
of Asiatic countries. The consumption 
of cotton yarns might have the effec 
of encouraging the textile firms to sell 
off their current output. As a conse- 
quence, they would have their capita: 
returned in a very short period. Th 
differential rate of inflation betwees 
raw materials and finished produc*s 
might be insignificant. However, mincr? 
losses are charged against the invest- 
ments of textile firms. 

In so far as the allied industries of 
weaving and clothmaking are con- 
cerned, the story is entirely different. 
Certain kinds of finished goods meet 
the requirements of specific consumers. 
Seasonal fluctuations in consumption 
also have the effect of slowing down 
returns on investment. If the return on 
investment is delayed, the differential! 
rate of inflation between raw materials; 
and finished goods becomes much more’ 
significant, and the burden of interest: 
payments comes to be intolerable.. 
Hence, the weaving firms suffer a seri-- 
ously diminishing return on their in-- 
vestment. 

The degree to which the return on) 
investment diminishes is influenced pre-- 
dominantly by the differential rate of’ 
price inflation between raw materials: 
and the finished goods made from those’ 
materials. In general, the secondary) 
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producing firms, such as the weaving 
and printing concerns, suffer heavier 
losses than the heavy industries, such 
as textile factories and paper mills. 
Prices of stock in these primary indus- 
tries usually show greater advances 
than in the secondary manufacturers. 


3. Governmental Price Control. If 
new currency is constantly being issued, 
the economic system of a nation is in- 
evitably disturbed or even reorganized. 
} When the government takes no con- 
crete step to check the circulation of 
currency, no economic stabilization 
policy can be carried out effectively. 
? Very often a governmental stabilization 


“f order may have some effect at the very 


beginning but become less effective 
later on. In some cases, a governmental 
order may have a discouraging effect 
- on future prospects for industrial pro- 
duction. 

After the issuance of a price order, 
the government is able to tighten the 
control over large firms but finds it 
difficult to deal successfully with indi- 
viduals or small firms. Moreover, a 
price order may be more effective in 
relation to finished goods than to raw 
materials. In most cases the raw ma- 
terials consist of agricultural or mining 
products. When the controlled price is 
actually less than the cost of produc- 
tion, farmers, as well as miners, may 


| cut down their output. 


For example, the government once 
tightly controlled the price of raw cot- 
ton. Cotton farmers had to change 
their operations by substituting other 
crops, such as grains, in order to avoid 
inevitable losses under the price order. 
The result was not only impairment of 
the incomes of cotton farmers but also 
a serious shortage of raw materials for 


the textile industry. When the govern- 
ment found that the price order on 
raw cotton was not feasible, a modifi- 
cation or temporary suspension of the 
order was made. As a consequence, the 
price of cotton rose tremendously. It 
may be assumed that if no price order 
had been issued any advance in cotton 
prices would have been moderate. 

Although the price order on raw ma- 
terials proved impracticable, a price 
formula continued to be applied to in- 
dustrial products. However, prices of 
these products could be adjusted in ac- 
cordance with increasing costs of pro- 
duction. By the time that the govern- 
ment had approved the adjusted prices 
the new costs of production might have 
changed substantially. Hence, prices for 
finished goods were in many cases less 
than the costs of producing them. Con- 
stantly diminishing returns of capital 
caused accumulated losses on industrial 
investment. Future prospects for in- 
dustrial firms were so unfavorable that 
they had to reduce their output or sus- 
pend their operations until the outlook 
seemed more promising. 

If the concerns were unwilling either 
to suspend their business or to sustain 
heavy losses on their investments, they 
could continue to operate only through 
illegal channels by disposing of their 
products in the black market. So long 
as the black market was in existence, 
the brokers would receive excessive 
profits at the expense of consumers and 
producers. Consequently, commodity 
prices would rise even further. 


Analysis of Stock Prices 


During the inflation, stock prices 
fluctuated along with the inflation of 
the currency. Periodic fluctuations oc- 
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curred in both commodity prices and 
stock prices. Uusually an advance in 
commodity prices was associated with 
an increase in stock prices, but prices 
of stocks might not rise to the same 
extent as commodity prices. It is likely 
that the commodities were more stable 
than the stocks. If stock prices lagged 
far behind commodity prices, invest- 
ment activity might cause an excessive 
increase in the former. Hence, stock 
prices customarily swung around the 
trend of the commodity price index. In 
temporary fluctuations stock prices are 
likely to be influenced by speculation 
and political situations, as well as by 
current conditions of demand and sup- 
ply in the local money market. 

Over the long run, the trend of stock 
prices is likely to parallel that of com- 
modity prices. The distance between 


these two trend lines often indicates the 
business condition of the firms whose 
stock prices are quoted. For instance,, 
the index of stock prices for the textile: 
industry, in which the diminishing re-- 
turn on investment was not very sig-- 


nificant, was very close to the index of’ 
commodity prices. This fact showed! 
that the prices of textile stocks were: 
being inflated at virtually the same: 
rate as commodity prices. For the weav-» 
ing industry, which suffered a consider- 
able loss because of diminishing returns 
on investment, the index of stock prices, 
fell far below the commodity price in- 
dex. During the inflation, most firms. 
were actually depressed. This condition 
was reflected on the stock market in 
the greater inflation of commodity 
prices than of stock prices. 


What's Going to Happen Is Already Happening 


P. D. ConvERSE 
Professor of Marketing, University of Illinois 


‘| MUCH HAS BEEN WRITTEN about the 
) need for alertness on the part of the 
businessman. New products are de- 
veloped and the demand for old prod- 
ucts disappears. New machines are in- 
vented and the old machines are soon 
obsolete. More economical methods of 
doing things are introduced, and the 
businesses that keep on using the old 
methods fail. There is constant change 
around us. 

The invention of the phonograph 
and the automobile pretty well stopped 
the sale of the piano; the phonograph 
was soon pushed off the market by the 
radio; and the radio is now being 
challenged by television. The old opera 
house was replaced by the movie 
theater. The railroad supplanted the 
stagecoach and the canalboat; and now 
the steam locomotive is being displaced 
by the Diesel engine. Horse-drawn im- 
plements have been largely replaced 
with tractor-drawn equipment. The oil 
lamp was pushed into the scrap heap 
by electricity. Boots went out of fashion 
when sidewalks were built. Sales of 
long underwear declined when homes 
were equipped with central heating 
systems. Golf clubs replaced croquet 
sets. Nylon is taking the place of silk 
in women’s hosiery and lingerie. And 
so it goes, ad infinitum. 


Persistence in Demand for 
Older Products 


Such changes, however, do not take 
place overnight. The first steam train in 
America ran in 1830, but it was not 


until two decades later that the railroad 
began to change life materially, and 
the period of rapid railroad building 
came in the eighteen-seventies and 
eighteen-eighties. Automobiles were be- 
ing made in the eighteen-nineties, and 
in 1908 Ford began to turn out Model 
T’s. It was not until the 1920’s, how- 
ever, that large-scale purchasing of 
automobiles set in, and a system of 
paved highways was built. Buggies were 
still important in the 1910’s, and many 
canals continued to operate after 1890 
— some even until World War I. 

Edison invented the electric light in 
1879, but the oil lamp was a big seller 
in the 1900’s and it was not until the 
rural electrification program of the 
1940’s that such lamps really went out 
of use. The oil lamp was thought to 
have made the candle obsolete, but it is 
said that more candles are sold today 
than when oil was discovered in Penn- 
sylvania. 

Although, as has been mentioned, 
the radio almost stopped the sale of 
phonographs, many families now own 
pianos, radios, and record players and 
sales of records are said to be at an 
all-time high. 

In many homes oil or gas has re- 
placed coal for heating purposes. In 
numerous industries power is supplied 
by Diesel engines or hydroelectric 
plants. Some railroad systems have re- 
placed all their coal-burning engines 
with Diesel locomotives, yet there is as 
much coal mined now as there was 
twenty-five years ago. 
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New Methods Adopted Slowly 


In 1934 the writer visited a modern 
one-story grocery warehouse, yet in 
1951 many wholesalers and chain stores 
are just beginning to consider building 
one-story warehouses to replace their 
present multistory buildings. Pallets 
(or skids) were found to reduce the 
costs of handling goods through ware- 
houses and were used in many such 
buildings in the early 1930’s. ‘Twenty 
years later they are by no means uni- 
versally used. 

The first modern cash-carry grocery 
store is said to have been opened in 
1908. The idea caught on, and many 
such stores were opened in the 1910's. 
Modern accounting, which had come 
into use about 1900, made possible the 
supervision of a number of scattered 
stores. This fact made the operation of 
chains practicable, and the chains 
seized upon the cash-carry (economy) 
method of operation so that they might 
secure price advantages with which to 
attract customers. The first chains were 
started in the 19th century, but as a 
group grew very slowly until after 1900. 
They attracted attention, and thereby 
good merchandisers and capital, in the 
1910’s but their period of rapid growth 
came in the following decade. Cash- 
carry stores meant that the stores were 
near the consumers, who could carry 
their groceries home. Thus, the new 
type of store was a neighborhood store. 
The typical chain grocery of the 1910's 
Was a one-man establishment which 
was closed at noon while the manager 
went to lunch. 

When the automobile came into 
general use in the following decade, as 
has been pointed out, it was no longer 


necessary to have stores in every neigh: 
borhood. Consumers who owned cars 
could easily visit stores at considerable 
distances from their homes. Further- 
more, the cost of supervising the opera- 
tions of a number of small stores was 
high. For both these reasons, a tren 
toward larger stores developed in th 
1920’s, and the one-man chain grocery 
store soon became a thing of the past 
in many towns. In its place there was 
store with from two to ten employees 
regularly, and perhaps a dozen or mor 
on Saturdays. 

Then the depression of the 1930’s ar- 
rived. With it there came distress 
merchandise, empty buildings availabl 
at low rents, and the necessity fo 
economy on the part of consumers. 

a result of these conditions the super- 
market was born in the early 30’s. It 

success was phenomenal, further dem- 
onstrating the trend toward large 

stores which was already evident. Even 
so, it is clear that in 1951 the super 

market has by no means displaced th 

small neighborhood grocery store. In 
some of the larger cities, such as De— 
troit, Philadelphia, and New York, the 
supermarket can hardly be called the 
typical food store, except in the sub- 
urbs. Thousands of the small neighbor-- 
hood-type grocery stores are still in 
existence. 

Milk marketing provides another ex-. 
ample. People had experimented with 
heating milk for twenty-five years when 
a Boston distributor began selling pas- 
teurized milk in 1905. Twenty years 
later, thousands of milk dealers were 
still selling raw milk. It was not until 
the middle 1930’s that pasteurization 
became a practically universal method. 
In the early 1930’s paper milk bottles 
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) came into use in the East, but in 1951 
large quantities of milk are still sold 
in glass bottles. Concentrated milk is 
now coming into use. Some two-thirds 
of the water is extracted near the 
source of milk supply, thus saving the 
cost of transporting and selling the wa- 
ter, which the housewife simply adds 
at the time of using the milk. This 
method of marketing milk is already 
in use in some areas; for example, con- 
centrated milk is shipped to southern 
Florida from the Middle West. 

Some students of marketing think 
this new process may revolutionize the 
distributing of milk in southern New 
England. It may prove cheaper to pro- 
duce milk in the Middle West, concen- 
trate it, and ship it to Boston and other 
southern New England cities than to 
ship protein feeds from the Middle 


“ West to Vermont to be converted into 


milk for shipment to Boston. This 
change would mean a basic readjust- 
ment of Vermont’s economy, but if it 
should occur it is a safe guess that it 
would not take place overnight. Alert 
farmers in Vermont would have ample 
time to adjust their operations to the 
new method. 

Bread is called the staff of life, and 
for thousands of years people have been 
eating this basic food. In recent dec- 
ades bread baking has been gradually 


‘) transferred from the home to commer- 


cial bakeries. The same is true to a 
' lesser extent of cakes, pies, and cookies. 
Lately, however, various kinds of mixes 
have come on the market for the house- 
+ wife who wants to bake her own cakes, 
pies, and rolls. Nevertheless, large 
quantities of flour are still sold for 
household use. 

In the 1910’s rayon, at first called 


artificial silk, came on the market; in 
the following decade its production ex- 
panded rapidly. Nylon hose first 
reached retail stores in 1941. Today 
nylon has largely replaced silk for 
women’s hosiery and is finding many 
other uses in wearing apparel and in 
industry. Other plastics are proving 
even better than nylon for some pur- 
poses. Even so, there is still a large 
market for rayon, the early cellulose 
fiber. 

Methods of store operation illustrate 
the same tendencies. The chains grew 
rapidly in the 1920’s. To meet this new 
type of competition, many independent 
retailers, especially in the grocery 
trade, joined 
groups, or established and operated 
their own wholesale houses. Although 
the first voluntary was started in 1916, 
the first operator to attract wide atten- 
tion was S. M. Flickinger, who or- 
ganized the Red and White group of 
stores in 1922. The movement grew 
rapidly, and by 1929 the number of in- 
dependent retail grocers in either vol- 
untary or cooperative groups was esti- 
mated to be 70,000, as compared with 
65,000 stores operated by corporate 
chains. 

The voluntary movement continued 
to grow. In 1945, in the antitrust suit 
against the Great Atlantic and Pacific 
Tea Company (A & P), figures were 
published showing the economy with 
which this company operated its whole- 
sale houses. The voluntary wholesalers 
realized that they would have to re- 
duce their expenses. With the ensuing 
economies and changed methods of 
operation, the voluntary wholesalers, 
now often called “contract whole- 
salers,’ entered upon a new period of 


voluntary wholesaler 
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growth. The point here is that twenty- 
nine years after Flickinger pointed out 
and publicized the possibilities in the 
contract method of operation thousands 
of wholesale grocers are still using 


older, “conventional” methods. 


Questions of Policy 


Perhaps enough illustrations have 
been given to show that most new 
products and new methods of operation 
come into use slowly—slowly enough 
to give alert businesses time to make 
necessary adjustments without loss. 
Rarely does a new product, a new ma- 
chine, or a new method of operation 
gain acceptance so quickly that the old 
becomes obsolete “overnight.” Perhaps 
it is this very fact that causes much of 
the trouble. Something new comes on 
the market. An established firm does 
not like it, or at least decides to ‘“‘wait 
and see how it turns out.” The sales 
and profits of the established business 
do not show a decline. Accordingly, the 
manager decides that after all the new 
product or method is not going to 
amount to much, and more or less for- 
gets about it. In a few years the firm’s 
sales begin a gradual decline, but the 
manager blames poor business con- 
ditions, or the politicians in Washing- 
ton, for the decrease. However, in ten 
or twenty-five years the concern realizes 
that it is losing money and investigation 
shows that its product or method of 
operation has become obsolete. It must 
then make large expenditures to catch 
up with current conditions, or else sell 
the business at a loss. 

Questions of policy may be divided 
into two types: the first has to do with 
the proper time to enter an industry; 
the second considers how an established 


concern can adjust its business t 
changing products and changing meth- 
ods of operation. 


When to Enter an Industry 


A firm that enters an industry earl 
in its existence has much experimental 
and development work to do in per- 
fecting the product and placing it om 
the market. On the other hand, a lat 
entrant may find it extremely difficul 
to “break in.” There is first the prob 
lem of securing a product as good 
or better than those currently on th 
market. The quality of even an estab 
lished product on which the patents 
have expired cannot always be matched 
quickly. Problems arise involving de- 
sign, drafting, pattern making, securing 
properly designed and adjusted ma- 
chines, training labor, and acquiring 
the “know how,” of which the layman 
has no comprehension. 

On the marketing side, if the product 
is sold through exclusive agencies estab- 
lished concerns have the best dealers, , 
and a new firm must either employ less; 
capable dealers or set new men up in) 
business. If the article is to be sold! 
through established stores, it is difficult: 
to get enough dealers to stock what: 
they think of as “just one more prod-. 
uct.” Besides, the names of established | 
products are entrenched in the buyers’ 
minds, and large sums may have to be 
spent on advertising, premiums, con- 
tests, prizes, and the like before con- 
sumer acceptance of the new product 
is secured. 

The experience of two automobile 
companies illustrates this point. In 
1903, Henry Ford established the Ford 
Motor Company. Much of the experi- 
mental work had been done; it was not 


» difficult task to make a car as good 
#s or better than those which were 
lready on the market. Consumers had 
neard much about “horseless carriages” 
and were ready to buy. Thus Ford’s 
ew company was a success from the 
rst. In contrast, the Kaiser-Frazer 
Orporation entered the automobile 
business after motor vehicles had 
eached a high degree of mechanical 
ng | ey after the older companies 


and Pics the names of other Spat: 
st biles were firmly entrenched in the 
| minds of consumers. 


Stages in the Life of a Product 


There are six stages in the life of 
most products. First, the idea is con- 
#) ceived and the experimental work per- 
=) formed in the laboratory or elsewhere. 
Second, if the idea appears to have 
commercial possibilities, a pilot plant is 
uf built. If the idea involves a marketing 
method or a new service, this pilot 
plant may be a new type of store, a 
drive-in movie theater, or a self-service 
laundry. Third, when the pilot opera- 
tion has proved successful, comes the 
stage of starting production on a com- 
yfmercial basis and introducing the 
product on the market. At this time un- 
usually heavy expenses will be incurred 
‘| for improving the product, exchanging 
yf unsatisfactory units, and building a de- 
mand for the article. However, there 
‘will as yet be little or no competition, 
» and the price may be high enough to 
yield a nice rate of profit. In the fourth 
stage, the product is generally accepted, 
and production and sales are increas- 


Be eriod of operation, as there are few 
| competitors and little or no price 


WHAT'S GOING TO HAPPEN IS ALREADY HAPPENING 


61 


rivalry has appeared. In the fifth stage, 
competitors increase in number, the 
market is saturated, competition be- 
comes keen, and the rate of profits de- 
clines. Most of the profits are made by 
the more efficiently operated companies 
or by those whose products enjoy the 
greatest consumer acceptance. In the 
sixth stage, demand for the product 
declines, and it gradually goes out of 
use. If sales do not decline, there is 
no sixth stage. These stages shade into 
one another, and the lines of demar- 
cation between them are not always 
easy to recognize. 

From a profit-making angle, the best 
time to enter an industry is late in the 
second period or in the third period. 
Profits are usually greatest in the fourth 
period. A concern that has an efficient 
plant, a good product, and a going 
organization is in a position to secure 
the benefits of large sales and substan- 
tial profits. 


Changes by Established Companies 


Ice companies provide an illustration 
of the way in which established com- 
panies have to meet the challenge of 
changing times. In the early 1920's 
mechanical refrigerators were being 
sold to household consumers. The ice 
companies became very much con- 
cerned about their future. Some of 
them conducted surveys in 1926 or 
1927 which revealed that a very large 
proportion of families had no refriger- 
ators at all. By exploiting this newly 
discovered market, the ice companies 
would be able for many years to sell 
ice refrigeration to families which had 
no refrigerators, as fast as they lost 
customers to mechanical refrigeration. 
More active selling would assure them 


of business for some time. In fact, it 
was not until 1951 — twenty-five years 
later — that the two ice companies in 
one Illinois community merged. 

As mechanical refrigerators en- 
croached on his business, an ice dis- 
tributor had a choice of several courses 
of action. He could decide that after 
all his business was that of selling re- 
frigeration, not necessarily ice, and ac- 
cordingly enter the field of selling and 
servicing electric refrigerators. He could 
take old ice refrigerators as trade-ins 
and sell them to families with lower 
incomes. This procedure would prolong 
the life of his ice business. Or he could 
convert his ice plant into a locker plant, 
using his refrigerating machines to cool 
the lockers. His employees could be 
utilized for cutting meat and perform- 
ing other services common in locker 
plants. He might specialize in the dis- 
tribution of frozen foods, using the 
plant for storage purposes and _ his 
drivers in making deliveries. If he did 
not choose to follow any of these 
he could continue to sell ice 
for a time, allow his equipment to de- 
preciate, and invest the recovered 
capital in some other enterprise. 


courses, 


Changes in Methods of Operation 


A business whose history provides a 
fascinating picture of change in meth- 
ods of operation is the Great Atlantic 
and Pacific Tea Company. This enter- 
prise was started in 1858 or 1859 by 
George Francis Gilman, a hide and 
leather merchant, who had learned of 
the very wide margin between the price 
of tea at ship’s side and in retail stores. 
From a small beginning, this concern 
has grown to be the largest food busi- 
ness in the world, with sales of $3 bil- 
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lion annually. During its ninety-twc 
years of existence, many changes have 
occurred in the methods of distributing 
not only tea, but also many other food 
products. 

By 1865 Gilman had four stores ana 
so was operating a chain. However, the 
early growth of his business came 
largely through orders by mail, and he 
was one of the pioneers in mail-order 
selling. He used the club plan, en: 
couraging people to organize clubs 
through which they could get their tea 
a third cheaper than at local stores 
This method was apparently very suc- 
cessful, as witnessed by the fact that 
he was repeatedly attacked in the 
American Grocer —as early as 1870 -— 
as having a monopoly and underselling: 
retailers. He asserted that he elimi- 
nated or replaced eight middlemen:} 
the American house in China, thed 
banker, the importer, the New York} 
purchaser, the speculator who bought 
from that purchaser, the wholesale teaq 
dealer, the wholesale grocer, and the 
retailer. Since Gilman bought in New 
York, he really replaced only five off 
the eight, if indeed there were so many- 
However, he undoubtedly did shorten 
the trade channel. 

Tea was an article that had tra-/ 
ditionally carried a high markup, a fact! 
which helps to explain the ire of the 
retailers. An article which carries am 
abnormally high markup is subject toc 
attack at any time. 

Gilman used various names for his 
company; the principal one in use in 
the 1860’s and early 1870’s was the 
Great American Tea Company, which 
is still in existence. In 1870 Gilman 
was operating 11 stores. | 
Since the Great American Tea Com-: 
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pany was under attack, and the word 
“American” was being imitated in 
many towns, Gilman desired a new 
name for some of his operations. The 
completion of the first trancontinental 
railroad in 1869 had captured the im- 
agination of the American people as 
few events in our history have done. 
Gilman named his new firm the Great 
Atlantic and Pacific Tea Company. At 
one time this company was advertised 
as a wholesaler of tea— perhaps so 
that the retailers could buy their tea 
on such a basis that they could com- 
pete with the Great American Tea 
Company. As early as 1870 a branded 
tea, known as “Thea-Nectar,” was ad- 
vertised. Up to that time tea had been 
sold in bulk, with no identification ex- 
cept oolong, young hyson, and so on, 
varieties available to all retailers. 
Gifts and premiums were used as 
early as 1871, and in 1900 a total of 
$450,000 was spent 
Wagon routes were added, and reached 
their maximum in 1911, when some 
5,000 such routes were operated. Sugar 
was added to the lines of teas and 


for premiums. 


a) coffees in 1884, and baking powder 


and butter in 1890. A line of groceries 


' was gradually added in the 1890's, and 


by 1904 a fairly extensive variety of 
package groceries was carried. 

In 1858 Gilman had employed 
George Huntington Hartford in his St. 
Louis hide and leather business. About 
the time that Gilman quit that business, 


| Hartford was brought to New York, 


where he was given more and more 
authority until 1878, when he was 


taken into partnership and Gilman re- 


tired. At that time the company oper- 
ated stores in twenty or more cities, 


and its sales amounted to $1 million 


a year. In 1881 the partnership was 
operating a hundred stores. After Gil- 
man’s death, the business was incor- 
porated (1902) with a capital of 
$2,100,000. In the years 1878-1901 the 
partnership had made a profit of 
$2,200,000; in the 1890’s profits had 
amounted to $125,000 a year. The 
A & P stores of that time made de- 
liveries and were early users of tele- 
phones. By 1911 their number had in- 
creased to 400. The managers were 
paid $12 or $13 a week, plus one per- 
cent of sales over $200. 

The WHartfords (father and sons, 
George L. and John) tried out the 
new type of cash-carry store, which had 
first appeared in 1908, in one of their 
units. When they found it successful, 
they began opening economy stores 
early in 1913. These stores made no 
deliveries, had no telephones, gave no 
credit, and used no trading stamps or 
premiums. As the cost of living was 
rising, consumers welcomed this method 
of saving money on their food pur- 
chases. Having discovered a successful 
and profitable method of operation, the 
Hartfords pushed it. At the end of 1913 
the company had 500 stores and by 
April 3, 1915, that number had 
doubled. In 1925 the company was 
operating 14,034 stores, and in 1930 
there were 15,737, with sales of 
$1,065,800.* 

The supermarket came into prom- 
inence in the 1930’s, and its develop- 
ment made changes in the distribution 
picture. The A & P was not so prompt 


1 Information on the A & P for years prior 
to 1930 is taken largely from Roy J. Bullock, 
“Barly History of the Great A & P Tea 
Company,’ Harvard Business Review, April 
and October, 1933. 
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as it might have been in opening such 
stores. The story is told that a com- 
petitor drove John Hartford around 
Brooklyn for two hours, pointing out 
the stores that the A & P had closed or 
was going to close because of losses. 
In nearly all cases the competitor 
directed Hartford’s attention to his own 
supermarket near by. Shortly after this 
the A & P launched a great supermar- 
ket campaign and became the largest 
operator of such markets. As a result of 
the change to fewer and larger store 
units, the number of A & P stores had 
decreased to 4,650 in 1950. Their sales 
amounted to more than $3 billion, and 
their profits were almost $33 million. 

Gilman, with his Great American 
Tea Company and Great Atlantic and 
Pacific Tea Company, originally sold 
by mail and operated a small chain of 
stores. Large use was made of pre- 
miums and of wagon routes selling from 
house to house, although it cannot be 
maintained that the Gilman companies 
originated these methods. Later, cash- 
carry (economy) stores were opened, 
but the A & P was not first in that 
field. The same is true of supermarkets, 
of prepackaged produce, and of pre- 
packaged meat.” Some supermarkets 
have been selling drugs and_ toilet 
articles for several years. In the spring 
of 1951, the A & P was experimenting 
with these products in some of its 
markets. 

The A & P has usually let others do 
ihe pioneer experimental work. It does 
not claim to be an innovator. As one 
competitor has said: “The success of 
the A & P has been its ability to carry 
the ball once it got started on a plan. 


* Printers’ Ink, November 2, 1945. 


The rest of us try something, drop it, | 
try something else, drop it, but the 

A & P slowly makes up its mind andi 
when it does it really moves.” Thus, byj> 
keeping its eyes open, watching new|p 
developments, trying them if they ap- 
peared to have promise in the hands of ff 
others, introducing them on a wide 
scale if they proved successful, and|p 
pushing them aggressively, the A & PJ 
has usually been ahead of the majority) 
of its competitors. This policy, together: 

with very efficient operation, has put if 
the company into the lead in the retail 
food field and has kept it there during jf 
the past forty years. 


Changing Products to Meet 
Changed Demand 


The Brunswick - Balke - Collender } 
Company, now 106 years old, hasi 
grown by changing its product to meet |f 
changing demands. The business was } 
started by John M. Brunswick, a Swiss |f 
cabinetmaker, who opened a small |P 
furniture shop in Cincinnati in 1845. | 
He soon found the making of billiard | 
tables was more profitable. The com- 
pany added to its line bars, which at ff 
one time accounted for 40 percent of | 
its sales, but when it foresaw the com- | 
ing of Prohibition it dropped that } 
business. 

The company was a woodworking § 
concern with skilled workers. It began § 
to make piano cases, which required a | 
high degree of skill in cabinetmaking. 
These cabinets were sold to piano 
manufacturers. Until piano sales fell }} 
off, the company did very well with this | 
business. When people began to buy | 
phonographs, the company started mak- | 
ing phonograph cases. This business } 
proved profitable for a few years, until 


he phonograph manufacturers insisted 
n prices too low to allow satisfactory 
rofits. Then the company itself entered 
the phonograph business. With the 
Brunswick phonograph, the company 
gain had a product carrying its name, 
which had not been true of either piano 
r phonograph cases. The phonographs 
had to be sold to retail music stores — 
a new marketing method for the com- 
pany. The making of phonographs led 
my to the making of records. Later, the 
phonograph was replaced by the radio. 
Seeing that change coming, the com- 
“ pany started research as early as 1922, 
almost as soon as radio broadcasting 
‘was started, and conceived the idea of 
a combined phonograph and radio. 
That product was placed on the mar- 
+& ket in 1924. Whenever a new product 
was ready for marketing, the company 
hired experienced salesmen to sell it.* 
(} In the more recent years, bowling 
«4 has become a popular sport. The Bruns- 
4} wick-Balke-Collender Company has en- 
4) tered this business and is the leader in 
‘the field. The sale of bowling alleys 
/and equipment has been promoted in 
(f various ways, and research has been 
conducted to improve the alleys and 
»} necessary supplies. Billiard tables are 
still being manufactured and their sale 
promoted, but the ill repute of pool 
/ rooms has made billiard table promo- 
-tional campaigns less successful than 
those conducted for bowling alleys. 
The experience of this century-old 
.) company shows that a concern can not 
\| only stay in business but even increase 
| its sales if it changes its products to 


3B. E. Bensinger, “The Two Policies that 
“Have ‘Saved’ Our Business Three Times,” 
_ System, the Magazine of Business, October, 
925. 
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meet changed demands, and changes its 
marketing methods to meet the needs 
of the new products. 


Conclusions 


What are some of the things that are 
happening that will continue to happen 
for a number of years? Cities are de- 
centralizing. Three types of retail de- 
centralization are taking place. 

1. The continued growth of outlying 
shopping districts. 

2. The development of individual 
stores outside the shopping district, 
with their own parking lots, as exempli- 
fied by the supermarkets and many 
Sears, Roebuck stores. The modern 
supermarket sells groceries, meats and 
fish, produce, bakery goods, and dairy 
products. Many of them also handle 
frozen foods, drugs, toilet articles, no- 
tions, magazines, and operate lunch 
counters or soda fountains. Some sell 
household hardware and certain types 
of clothing and employ pharmacists. 
With the exception of gasoline, they 
are becoming one-stop sources of con- 
venience goods for the family. This 
method is unique for a store such as 
Sears, which handles fashion goods, as 
it is proverbial that fashion goods stores 
should be near other stores handling 
such items. However, the reputation of 
the company and the available parking 
space serve to attract customers to these 


stores. 
3. The establishing of shopping 
centers, which sell both convenience 


and fashion goods, on undeveloped land 
near residential areas. 

In the wholesale field, the trend is 
toward one-story warehouses located 
on the perimeter of a city and handling 
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goods on pallets with fork-lift trucks 
or other mechanical equipment. Public 
warehouses are beginning to build one- 
story plants, such as the Alford Ware- 
houses in Dallas and the Grocers 
Terminal Warehouse in St. Louis. 


Other developments in wholesaling 
are the continued growth of contract 
wholesalers and the rise of a new type, 
called rack jobbers, to service the minor 
departments in the supermarkets, no- 
tably drugs and toilet articles. 


he Economy of Latin America. By 
Wendell C. Gordon (New York: 
Columbia University Press, 1950, 
pp. 434. $5.50) 


Interest in Latin American affairs 
as increased in recent years. The pres- 
nt volume is designed to provide an 
conomic survey of Latin America for 
the businessman and the public official, 
and to serve as a textbook for college 
‘courses in Latin American economics. 

The author, associate professor of 
economics at the University of Texas, 
is well prepared for the task under- 
taken. He has traveled in most of the 
Latin American countries, has studied 
at the University of Havana and the 
University of Mexico, and has worked 
| during several summers at the United 
} States Embassy in Lima, Peru. 

The book is divided into seven parts, 
including an introduction and a con- 
‘clusion. An ample appendix contains 
forty-seven statistical tables and a care- 
fully selected bibliography. At the out- 
set the author traces the evolution of 
economic systems in the area from the 
pre-conquest culture to the present. 
Population characteristics, immigration 
policy, and national income and pro- 
ductivity are considered briefly. 

Part II analyzes the organization of 
the factors of production under the 
headings of agriculture, mining, trans- 
portation, manufacturing, public util- 
ities, government and business, and 
labor and social security. It is empha- 
sized that the main problem for Latin 
America, as for other underdeveloped 
areas, is to increase per capita produc- 
tivity, and to improve the standard of 
living by turning out a greater quantity 
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of goods at a lower price. This entails 
industrialization and the improvement 
of agricultural techniques. 

A leading question posed is whether 
Latin America has adequate technical 
skill, purchasing power, and capital for 
industrialization. None of these factors 
offers insurmountable barriers. Certain 
types of manufacturing, primarily in 
the field of light industries, are already 
well-entrenched; initial advances facili- 
tate subsequent developments. The key 
to large-scale industrialization lies in 
the potentialities of the iron and steel 
industry. Although South America 
ranks last among the continents with 
respect to known coal deposits, iron 
ore deposits are extensive and of high 
quality. At least one country, Brazil, 
has a fairly promising outlook in heavy 
industry. Future emphasis upon light 
metals and atomic power might di- 
minish the significance of raw materials 
essential for steel and increase that of 
raw materials necessary for light metal 
manufacturing. 

Part III is concerned with capital 
formation, investments, public finance, 
and money and banking. ‘The opinion is 
tendered that, although there are not 
at present enough private domestic 
funds in Latin America to provide for 
any marked increase in capital goods, 
the amount of such funds available now 
is greater than in any previous era. 
Hence, foreign investments from ad- 
vanced nations might speed industriali- 
zation, but the absence of outside in- 
vestments could only retard, not 
prevent, economic development. 

In the discussion of pricing and pro- 
duction control, brief mention is made 
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of pricing techniques under conditions 
of free competition, monopolistic com- 
petition, and monopoly. Government 
intervention to attempt to control 
prices has been prevalent. Commodity 
control plans for selected products 
such as sugar, coffee, henequen, copper, 
nitrate, and tin are cited. 

International trade, the subject of 
the next section, is of great significance 
to the countries in Latin America. A 
large proportion of the national pro- 
duction is exported in the form of 
raw materials and foodstuffs. The 
propensity to import is high; imports 
consist of machinery, iron and steel 
products, and manufactured consumer 
goods. Trade restrictions used by Latin 
American countries have included 
tariffs, quotas, embargoes, exchange 
control, and clearing and compensation 
agreements. Efforts to modify these re- 
strictions through the United States 
reciprocal trade agreements program, 
customs unions, and the proposed In- 
ternational Trade Organization are re- 
viewed. Latin American countries con- 
“tinue to use varied controls on their 
trade and foreign exchange transactions 
when they deem such devices of assist- 
ance in advancing their stage of eco- 
nomic development. 

The author concludes that an eco- 
nomic system can be evaluated by its 
effectiveness in production and distri- 
bution. Latin America is in the process 
of developing a new economic system 
from materials within its own local 
environment, and a native economic 
philosophy to serve as a guide for 
action. 

Professor Gordon strives to present 
an over-all study of the economic in- 
stitutions of Latin America, rather than 
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a description of economic condition 
in the individual countries. He or 
ganizes his material around the majo 
subdivisions of production and distri: 
bution. However, he allots most of his 
space to production, and devotes more 
chapters to land utilization and to the 
raising of capital than to an analysis 
of labor. The strategic position of capi4 
tal in the industrialization process is 
generally recognized, but the critica: 
problem of securing skilled workers an 
trained business managers also deserve 
thorough examination. The problem o 
developing a middle class with effective 
demand is basic. Since a healthy growth 
of manufacturing in Latin Americz 
must be posited upon an expanding 
domestic market and an active intra; 
regional trade, the topic of domestic 
trade might well have been given at 
least chapter status. 

The author’s desire to emphasize 
factors common to the divergent re- 
gions of the area, and to offer these 
factors within a framework of economic 
principles, is commendable. Of course 
Latin America cannot be considered 
homogeneous unit, but Professor 
Gordon successfully counterbalances 
any tendency toward undue generaliza- 
tion by the frequent use of case studies 
to illustrate topical discussions. In this 
way the reader has before him th 
pertinent elements of general economic 
theory to assist his evaluation of con- 
ditions in Latin America, and by con- 
centration upon an outstanding illus- 
trative situation, he can avoid the 
confusion which results from profusa 
factual detail. 

The chapter on money and bankin | 
is typical of the procedure followed im 
developing most of the major subjects: 


lected for inclusion in the book. The 
‘) ~hapter begins with a description of the 
{early history of money in Latin Amer- 
“Vaca, the managed currencies of 1929 
end 1947, the present standard, pro- 
feeeds to banking institutions, central 
anks, deposits, types of loans, explains 
such principles as those involved in the 
credit control powers of central banks, 
‘and closes with the special case of the 
Argentine Central Bank. Had the au- 
(thor gone even further in minimizing 
j Particulars, decreased the variety of 
‘topics included, and expanded the 
theoretical segments, the presentation 
might have been more forceful. 
Numerous writings on Latin America 
have been only descriptive; too few 
have been analytical. There are many 
themes for a completely integrated 
study of Latin American economics — 
| the evaluation of resource utilization, 
“} the examination of the process of eco- 
| nomic development, the investigation 
of problems of a peripheral area in the 
world economy. This book points the 
way toward a comprehensive treatment 
? of the subject. An abundance of up-to- 
date material is brought together from 
widely scattered sources and made 
available in one place. Professor 
‘’ Gordon has written an important addi- 
‘tion to the growing literature on Latin 
‘+ American economics. 
Grace BECKETT 


4 Principles of Business and the Federal 
Law. By Franklin H. Cook (New 
York: The Macmillan Company, 
1951, pp. 553. $5.50) 

The increased activity, during the 

} past two decades, on the part of the 

government in areas related to business 

| has prompted many students to write 
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books in the general field of govern- 
ment and business, or in a specialized 
field in which only one phase of law 
is considered in detail. Professor Cook 
limits his book to a consideration of 
Federal law as it relates to business, 
but undertakes to give an exceedingly 
broad coverage of Federal constitu- 
tional provisions and legislation as they 
relate to our business activity. The 
book is well written, superbly outlined, 
and gives a combination text and case 
approach to the problems included. It 
is in reality two books in one volume: 
the first dealing with the Federal Con- 
stitution and Amendments as con- 
strued; the second devoted to specific 
Federal legislation. Each book is further 
divided into distinct parts. 

Part I, being in a general way an 
introduction to our constitutional form 
of government, points out that, al- 
though our government is composed of 
executive, legislative, and judicial 
branches, under our Constitution early 
Supreme Court decisions established 
judicial supremacy. The judicial branch 
stands as the protector of our citizens 
in their relation to each other and to 
the state. There is recognition of the 
fact, of which all economists are in- 
creasingly aware, that the Federal gov- 
ernment under its power to tax, to 
spend and to determine the method of 
financing that spending, and to use 
price controls is in a position to influ- 
ence our national economy to a con- 
siderable extent. Private enterprise and 
private ownership receive substantial 
protection by Constitutional provisions 
against impairment of contracts and by 
the equal-protection and immunities 
clauses, although even these give way 
for the common good when the police 
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power and eminent domain are at 
stake. 

Part II is devoted to a consideration 
of due process of law as interpreted by 
the courts in the fields of freedom of 
speech, labor, and the regulation of 
monopolistic and competitive industry. 
The author of the book concludes that 
the due process clauses — found in the 
Fifth and Fourteenth Amendments — 
are the most effective restrictions upon 
the power of Federal and state govern- 
ments, but they are so flexibly drawn 
and construed that they can be fitted 
into the needs of the people and an 
expanding economy. “Guiding _ this 
growth is the ‘higher law’ concept; that 
is, the Court’s idea of what is right and 
wrong.” 

Part III deals with the Commerce 
Clause, that clause which confers upon 
the Federal government the power “‘to 
regulate Commerce with foreign Na- 
tions, and among the several States,” 
and which, under exceedingly liberal 
construction, has been so effectively 
used to gain entrance for the Federal 
government into many areas of business 
with controls designed for, or thought 
to be for, the common good. The au- 
thor cites outstanding cases — and in- 
cludes excerpts from many of them 
— which determine what shall be con- 
sidered a burden in interstate com- 
merce, and which authorize the Fed- 
eral government to charter corporations 
to improve commerce between the 
states. 

Part IV, with which Book II begins, 
concerns itself exclusively with legisla- 
tion that imposes restraints on certain 
types of business activity. Because our 
American way of life is so dependent 
for its continuance upon freedom of 


competition and open entry to ne 

business ventures, one would expect 
the author of a book of this character 
to devote considerable space to th 
Sherman, Clayton, and Robinson-Pat- 
man Acts, and to legislation dealin 

with patents, copyrights, and unfair 
trade practices. A detailed statement of 
these laws, and the interpretations 
placed upon them, can be found in thi 
book. 

Much legislation dealing with labor, 
its right to organize, and its relation 
ship to management has been enacted. 
by the Federal government. In Part V, 
Professor Cook presents a rather de- 
tailed recital of the provisions of these! 
laws and provides many quotations 
from important cases. All significant 
Federal given liberal 
treatment in this section of the book. 

Part VI contains 
Federal legislation designed to protect 
investors from abuse, and includes a 
consideration of the Public Utility: 
Holding Company Act, the Securities; 
Act, and related legislation. 

The final part of Book II is devoted! 
to the area of Federal regulation of | 


legislation is 


information on 


transportation. 

In viewing the book as a whole, it: 
may be said that the author by general. 
and concise statements, with a mini-. 
mum of background material, has; 
brought together a mass of information. 
Each chapter is followed by a summary | 
and case problems to stimulate the 
reader’s thinking. One might be critical 
of the fact that, although the author) 
states the title as ‘Principles of Busi- 
ness and the Federal Law,” almost no 
attention is given to business principles, 
and no careful, analytical study is made 


the economic effects of the legisla- 
ton or court decisions which are pre- 
peented. For this reason, it becomes 
primarily a legal work, with a mini- 
num of business orientation. It could 
“jhe a handy reference book for many 
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fields in which a particular phase of 
Federal law is important, and it can 
serve effectively where the legal ap- 
proach rather than the business ap- 
proach is desirable. 

E. R. Dittavou 


BUREAU OF ECONOMIC AND 
BUSINESS RESEARCH 


The Bureau of Economic and Business Research, established in 
1921, is the research department of the College of Commerce and 
Business Administration. Economic and business information, in- 
cluding material on tested business practices, is compiled by the 
Bureau and made available to Illinois businessmen and others inter- 
ested in business and related problems. Although the major part 
of its work deals especially with Ilinois, the Bureau also engages 
in general economic research. 

Fields in which research is carried on include: accounting; 
marketing; retail and wholesale trade; resources and industries; 
transportation, utilities, and communications; banking and private 
finance; public finance, governmental regulation, and public policy; 
international trade and finance; and general economic develop- 
ments. 


The results of Bureau investigations are published in the form 
of research bulletins, business studies, and miscellaneous special 
bulletins, copies of which are available on request. The following 
titles illustrate the scope of the Bureau’s publications. 

Bulletin 67, The Renegotiation of War Profits, by Ricuarps C. 
OsBorRN. 

Bulletin 70, The Foundry Industry in Illinois, by Harry 
Czyzewski! and Burton C, PEerson. 

Bulletin 72, Effects of Corporate Size on Efficiency and Profit- 
ability, by RicHarps C. Oszorn. 

Special Bulletin 7, An Accounting Technique for Reporting 
Financial Transactions, by R. K. Mautz. 


The Bureau also publishes the Illinois Business Review, which 
presents a monthly summary of business conditions for Illinois. 


Single copies of current issues of the Bureau’s publications will be 
sent free on request. Back numbers are subject to moderate charges. 
Charges for multiple copies carry discounts based on the number of copies 
requested. 
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